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The Modern Mind in Management* 


Rosert E. SESSIONS 


Pariner, Alderson and Sessions, Marketing and Management Counsel 


THE PURPOSE of this paper is frankly 
an exploration—-an inquiry into the 


questions (1) whether there are certain 


qualities of the contemporary mind that 
can be identified as essentially modern; 
(2) whether these are reflected in any 
important degree in the attitudes, 
motives, and behavior of American 
business management; and (3) if so, 
whether the result is constructive in 
what it holds for society. 


Nature of the Contemporary Mind 


The nature of the modern mind has 
been explored at great length and from 
several interesting angles during the 
past three decades. In _ philosophic 
terms, Randall of Columbia drew the 
analogy of a palimpsest or parchment 
used over and over again by succeeding 
generations of monks, each one imper- 
fectly erasing what he found and writ- 
ing on its surface the thoughts he con- 
sidered important. Just so, according to 
Randall, the mind of modern man is 
one in which the _half-remembered 
credos, convictions, and attitudes of 
three thousand years can be dimly seen 


around and behind the ideas that are 


as current as this morning’s headlines. 
In a more strictly historical sense, 
Henry Steele Commager, in his book 


* This article is adapted from a paper 
given at the 50th Anniversary Celebration of 
the University of Illinois College of Com- 
merce and Business Administration in No- 
vember, 1952. This paper, together with 
others presented at the Celebration, will be 
published in a separate volume in the near 
future. 


The American Mind, has traced the 
forces that have influenced the attitudes 
prevalent among Americans during the 
past half-century, and has concluded 
that a civilization of vitality and prom- 
ise has very nearly lost its sense of mis- 
sion amid the corrupting and confusing 
values of a materialist culture. 

Possibly the most luminous comment 
of all is contained in the Autobiography 
of H. G. Wells. With astonishing fidelity 
he has written how, before the turn of 
this century, he pinned his hopes on the 
new world of science and all it might 
offer for the salvation of the old. But 
the subtitle of his book might well have 
been From Exclamation Point to Ques- 
tion Mark in Fifty Years, because he 
lived first to prophesy and then to wit- 
ness the use of science and of scientific 
method turned to the ancient forces of 
destruction and enslavement. 

Two conclusions emerge from a read- 
ing of these and similar works — first, 
a rather strong vein of pessimism runs 
throughout; and second, while the dis- 
cussion is rarely centered on business 
management as a phenomenon of mod- 
ern times, this group in society most 
frequently inherits the blame either by 
design or by default for many of the 
conditions one must deplore. 

Thus it turns out that business man- 
agement today is nervous; and to para- 
phrase Mr. Churchill, it has plenty to 
be nervous about! First, it is admittedly 
a fact that the product of our business 
system is now the hope of the world. 
For diversity, flexibility, and productiv- 
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ity, there isn’t anything like it and 
never has been. This is so emphatically 
true as to lead sometimes to a bit of 
unconscious humor. For example, four 
years ago the Socialist Party’s candidate 
for Vice-President said that while he 
would strongly urge this country to 
adopt socialism, he would advise delay- 
ing this action till the full beneficial 
effects of the Marshall Plan could be 
attained. Second, along with such 
praise for the eggs — in the same mail, 
so to speak — there is strident criticism 
of the appearance and deportment of 
the goose, together with ungracious 
hints as to what might happen if the 
laying should taper off. Third, the 
creeping uncertainty which besets most 
businessmen at times when our system 
is performing at its best must be men- 
tioned. Instinctively the businessman 
feels that the height of his achievement 
is also a measure of how far he may 
have to fall. 

This brings us to an arresting 
thought: In order for our system of 
business management to continue to 
perform as well as it has been, it must 
keep on doing better; this is a standard 
management has set for itself and now 
is stuck with. In our time it is not 
enough that all God’s chillun got shoes. 
We take it as granted that every form 
of material welfare is valid only for the 
purpose of exceeding it immediately. 
The processes of change have taken 
place with such speed that we are 
hardly aware of their meaning. The 
benefits of these changes have been 
shared so generally by the people that 
the children of each decade are 
strangers to the way of life of the ones 
preceding them. 

We must conclude, therefore, that 


the inner genius of our system lies 
somewhere in its capacity for self-re- 
newal and continued growth. At any 
given point in its development an in- 
dustry or an entire industrial com- 
munity can be administered by other 
methods of economic organization, as 
witness the recent experience of Ger- 
many, Japan, and Russia; keep in mind 
also the transport and coal industries 
in Great Britain. Our distinguishing 
characteristic is that with us the status 
is never quo for long. And it is this 
faculty for accelerating change which 
eludes our imitators abroad — and too 
frequently, our detractors at home. 
They can understand what we have 
already done, but have no basis for a 
firm prediction of what will happen 
next. And there’s the rub: neither have 
we. 

At this point, we are close to the 
exposed nerve center of the important 
issue of our times: Is not such a system 
risky? And with so much at stake, can 
we afford to take the risk? In short, 
might not more central control be sub- 
stituted for private authority, more 
social guarantee supplant individual 
prerogative, more government initia- 
tive operate dynamically in wider areas 
of the economy? 

When the issue is drawn in these 
terms, the intuition of business manage- 
ment is likely to be sounder than the 
logic of its critic. The businessman will 
sense that the question of freedom is 
involved: negatively in the sense that 
controls for one purpose can spread 
quickly to others; positively in the 
thought that the growth and develop- 
ment of business has been associated 
with comparable strides in education. 
health, the voting franchise, and the 
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condition of the people generally. The 


idea of business freedom is identified 


quite naturally in his mind with a free 
and democratic society. 

In brief, such debate is heavily over- 
laid with irony. Those most prone to 


criticize the system because of its ma- 


terialistic standards are first in their 
willingness to abridge the system if it 
appears those standards might be 
threatened; on the other hand, advo- 
cates of the system will insist that what- 
ever the risks of inherent instability in 
our system, the social consequences 
associated with loss of managerial free- 
dom are likely to be even more por- 
tentous. 


Effect of these Qualities 
on Management 


By this rather circuitous route, we 
return to the main inquiry of our dis- 
cussion: whether there are essentially 
modern characteristics of mind reflected 
in contemporary management today; 
and if so, whether they are more 
broadly significant than social critics 
have supposed to be the case. 

It may now be suggested that the 
essentially modern idea consists of the 
belief that political freedom and eco- 
nomic freedom flourish together, that 
each nourishes the other, and that to- 
gether they can produce a social order 
in which the individual can achieve his 
own highest potential of developed tal- 
ent and humanity. It may be suggested 
further that the possibility of taking 
this doctrine seriously is the result of 
historic coincidence, a coincidence 
which occurred on this continent when 
the rights of man were written into 
law within a constitutional system. 

Shortly thereafter, the industrial rev- 


olution provided the techniques with 
which the matchless resources of this 
country could be converted to useful 
wealth; but this did not occur until 
after the stage was set by an expecta- 
tion among the people that the right of 
man to political freedom must include 
the right to achieve his own best meas- 
ure of economic independence. 

The role of business management in 
furtherance of this modern ideal is 
poorly understood generally for the 
reason that the businessman lacks the 
time or the inclination for generaliza- 
tion. The nature and circumstances of 
his contribution are well illustrated by 
analogy to the processes through which 
photography came of age as a medium 
of modern art. 

At the turn of the century a number 
of people trained as artists invested 
many years in an effort to make a 
camera produce the effects of pictures 
by the old masters. What they learned 
made them good critics of technique 
but not artists. 

Meanwhile, businessmen had discov- 
ered the camera. In it they found a 
powerful aid both in understanding the 
materials and equipment they worked 
with and in communication of this 
knowledge among buyers and sellers. 
Nothing was further from their minds 
than Art as such. Theirs was the pedes- 
trian chore of making a picture in 
which the seams of a garment showed 
up clearly and in which the buttons 
could be counted; in which the clean, 
sheer lines of a good concrete structure 
were exhibited; or in which the power 
and utility of a turret lathe were re- 
vealed so compellingly as to make any 
self-respecting manufacturer dreamy at 
the thought of such equipment in his 
shop. 
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In these and countless other applica- 
tions the test of a good picture was 
whether it would make money; and to 
make money it not only had to be done 
fast but had to convey a total impres- 
sion. And so it came about that 
commercial photography achieved a 
mastery of its medium and great virtu- 
osity in its use. It became, in short, an 
art form capable of meeting the sever- 
est tests of artistic criticism — but with 
a role in real life to keep it vital. 

The point of this analogy is doubtless 
clear enough: It is quite possible that 
business management in its least self- 
conscious moments has hammered out 
the techniques and principles which 
will give much substance to the modern 
ideal. Properly understood and em- 
ployed, they may provide the missing 
link in a working philosophy through 
which that ideal can be increasingly 
achieved. 

As a backdrop for our assessment of 
variations in the modern idea in man- 
agement, it is helpful at this point to 
refer briefly to two quite different 
types of books. The first is the one you 
are doubtless familiar with — America’s 
Needs and Resources, prepared and 
published under the auspices of the 
Twentieth Century Fund; the other is 
The American Mind by Henry Steele 
Commager. The two are interestingly 
juxtaposed because the one is concerned 
with the opportunity for continued de- 
velopment of our economy, whereas the 
other is an appraisal of the impact of 
such change on the minds and char- 
acter of the American people; and both 
books were in process of preparation at 
about the same time. 

In economic terms it is useful to 
remember that our population has vir- 


tually doubled since 1900. Since 1860 
productivity per worker has increased 
four and one-half times from a starting 
point of one-half horsepower per 
worker. Thus, at that time total energy 
output was about 25 billion horsepower, 
of which 7 percent was mechanically 
supplied; it is now 410 billion horse- 
power of which 94 percent is from me- 
chanical sources. The average increase 
in output per man-hour rose at an aver- 
age rate of 18 percent during the time 
in which the workweek declined from , 
a 69-hour average to the 41-to-43-hour ' 
average with which we are familiar 
today. 

Translated into purely human terms 
this means that without the increased 
productivity that has occurred it would 
take 290 million workers to turn out 
what we now produce in a week with 
only 63 million — and with each work- 
ing his 41-to-43 hours instead of 69. 

In viewing these changes Commager 
makes the following comment: 

The shift in the material circumstances 
of the American people from the 1890s to 
the mid-twentieth century was all but con- 
vulsive. . . . Invention and technology had 
changed an economy of scarcity to an 
economy of abundance, but it was the era 
of abundance that witnessed the greatest 
and most prolonged depression, and few 
ordinary middle-class Americans lived so 
well, in mere matters of food and clothing 
and shelter, as had their American grand- 
parents. The new economy had relegated 
Malthus to the realm of the antiquarian, 
but Margaret Sanger took his place; and 
the nation which seemed under least com- 
pulsion to limit its population put up bar- 
riers on immigration and voluntarily cut 
down its birth rate. Americans know more 
about the mastery of their physical en- 
vironment than ever before, about saving 
human lives and natural resources; yet 
never before had life been so precarious 
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for those who survived infancy, and the 
resources of the nation vanished with ter- 


- rifying rapidity. . . . In a general way it 


could be said that the two generations 
after 1890 witnessed a transition from cer- 
tainty to uncertainty, from faith to doubt, 
from security to insecurity, from seeming 


_ order to ostentatious disorder, but the gen- 


eralization was too loose to cover ade- 
quately the diverse manifestations of the 
American mind and too tentative to justify 


dogmatic conclusions. 


One is tempted to remark that Com- 
mager might have been more temperate 
in his conclusion and more optimistic 
in his outlook. Certainly this would 
have been the case had it been possible 
for him to investigate with equal care 
the changes which have occurred in the 
concept of business management as to 
its role in economic affairs and as to the 
principles it has developed for making 
that role effective. 

For example, it is possible to mark, 
over the period of the last half-century, 
an evolution through three quite sepa- 
rate and distinct concepts in the role 
of management. 


(a) As a determinant of social order. 
According to this view, ownership, 
management, and control were very 
nearly identified in the same family and 
the same individual. The analogy to 
squire, overlord, and prince was diff- 
cult to avoid. Processes of control were 
authoritarian, imperialistic, and often 
rigid. At its best this role of manage- 
ment was highly paternalistic as ex- 
emplified by the modern mill town at 
one extreme; and through the possi- 
bilities of escape of social responsibility 
it could be unmindful of the results of 
waste in both human and material 
resources. 

(b) A creature of social environment. 
This view is essentially a product of 


the depression mind and emerged logi- 
cally from the doctrine of a mature 
economy. Since the limits of physical 
frontiers had been staked out, and in 
view of the supposed fact that no more 
great industries were in the making or 
in prospect, the scope and character of 
the role of management was corre- 
spondingly modified. No longer could 
the compensations and prerogatives be 
allowed to management if the frontiers 
of the social order had already been 
staked out and determined. Henceforth 
the processes of management should be 
increasingly dictated by the require- 
ments of an overriding public interest 
administered through beneficient forms 
of government control. 


(c) As a coordinator of economic 
change. A third view, however, was 
taking shape as a creative reaction to 
the depression throughout the thirties; 
and during the forties, stimulated by 
the necessities of wartime production, 
emerged well-developed in the notion 
of management as a coordinator of eco- 
nomic change. This view was implicit 
in the program which was’ formulated 
and publicized toward the end of the 
war under the auspices of the Com- 
mittee for Economic Development. It is 
based both on an acceptance of change 
and on an aggressive disposition to 
direct evolutionary processes so that 
they can take place faster and in a 
more orderly fashion, and so that the 
benefits can be shared more generally 
by the various groups within our so- 
ciety. I would suggest that this, the 
third and most mature concept of the 
role of management, be left for the 
moment, pending the next topic of this 
discussion. 


During the time in which these stages 
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of the role of management have 
evolved, an evolutionary process has 
also occurred in the fundamental ideas 
with which managerial policy can be 
made. Three of these ideas are so much 
a part of the fabric of managerial 
thought as to seem commonplace. Yet 
for practical purposes, they are the 
product of this century, and their ex- 
tended practice was largely the out- 
growth of the past three decades. 
Taken together they constitute the dy- 
namics of our system. Skillfully handled, 
they provide the instruments through 
which management makes effective 
its role as coordinator of economic 
change. If the full import of these, the 
dynamics of our system, can be grasped 
by makers of public policy, our course 
of public policy can be charted with far 
greater assurance. 

These three ideas can be summarized 
in outline, as follows: 


(a) The idea of technology as the 
frontier. It must be recalled that in a 
physical sense the continental frontiers 
of this country were not fully occupied 
until shortly before the turn of the 
present century. When this occurred, 
there was considerable talk generally to 
the effect that our days of great ex- 
pansion were behind us. Even then, 
however, a limited number of pioneers 
in the new sense were laying the 
foundations for a new era of expansion. 
Hyatt in the field of plastics, Edison 
in electronics, and Hall in aluminum 
and light metal alloys were typical of 
many who, as individuals, defined the 
contours for areas of economic expan- 
sion, the outer limits of which have 
continued to recede before the eyes of 
creative scientists ever since. 

Conceptually, technology provides 


frontiers within the literal meaning of 
that term. New areas are discovered 
through fundamental research. They 
are explored through effective methods 
of applied research. And they are oc- 
cupied and constructively developed in 
accordance with well-accepted princi- 
ples of creative promotional and selling 
effort. 

Here again, however, the astonishing 
thought is less in the logic of the idea 
than in the degree to which it has be- 
come an accepted premise of business , 
management. The largest of the chemi- | 
cal companies, for example, asserts that 
at the present time more than half of 
its current sales are from products 
which were still in the laboratory stage 
twenty years ago. 

What this means in substance is that 
innovation has been organized as a 
process and converted to a systematic 
and continuous process. It means also 
that this process has in turn been inte- 
grated with production, promotion, and 
sales. During the twenty-year period 
ending in 1940 the number of fully 
developed laboratories of industrial re- 
search increased from 300 employing 
900 persons to a total of 2,200 employ- 
ing 70,000 workers. The fact that so 
great a commitment to this idea oc- 
curred during the depression years of 
the thirties speaks well for the confi- 
dence on the part of management as 
to the sources of its own strength. It 
also does much to explain the rapidity 
with which it became possible during 
the war to mobilize the technical re- 
sources with which we achieved su- 
premacy in such fields as nuclear fis- 
sion, in which we had an even break, 
and something approaching parity in 
other fields such as rockets, the military 
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import of which had given the enemy 
_a substantial lead. 


(b) The idea of expansible markets. 
Modern marketing is based upon the 
premise that once an idea is sold, goods 
and services can be made to move as a 
by-product of the transaction. This 
premise represents a clean break from 
the older tradition and begins with the 
notion that a product or piece of equip- 
ment is important to buy only if the 
idea of its importance has been con- 
veyed with sufficient clarity to the pros- 
pect. Considerations of present need or 
standards of ability to pay are, accord- 
ing to this doctrine, regressive to say 
the least. They set arbitrary limits and 
-are backward looking. They focus at- 
tention on the thing rather than on the 
idea. 

Ideas are marvelously expansible and 
so also are the markets which can be 
germinated and nourished in this sphere 
of ideas. Mechanical refrigeration is an 
example of an industry which came 
into existence in a country already elab- 
orately supplied with ice refrigeration. 
Not more than 10,000 such units were 
sold in 1920 at an average cost of $600, 
but in 1937 almost three million units 
were sold, the price meanwhile having 
dropped to about $152 on the average. 
It is noteworthy that while this inno- 
vation was launched during the boom 
period of the twenties, the expansion 
of the idea continued at an accelerated 
rate during the depression years of the 
thirties. 

Turning to the current scene it is a 
fact that within a matter of months 
after the discovery of the curative 
values of cortisone a major chemical 
company was simultaneously engaged 
in (1) setting up a technical staff of 


60 research chemists and engineers to 
adapt the process to mass production 
technique; (2) preparing blueprints for 
a $20-million plant adapted to the 
manufacture of this drug by synthetic 
processes; (3) examining the full 
market potentials for the product at 
various assumed levels of price; and 
(4) giving detailed consideration to 
alternative methods of selling and pro- 
moting the product. Throughout this 
planning and preparation the company 
in question was fully aware of the fact 
that other companies were similarly en- 
gaged. All of them were taking fully 
into account the fact that victims of 
arthritis and similar maladies — here- 
tofore unable to finance medical treat- 
ment or indifferent thereto because of 
the known inadequacies of present 
methods of therapy — would immedi- 
ately become customers of a product 
within their price range and having 
established therapeutic value. In al- 
most every department of life on the 
American scene such incidents have oc- 
curred —and will continue to take 
place — with reassuring vitality. The 
real point is, however, that the concept 
of expansible markets is understood, is 
widely and skillfully practiced, and is 
dynamic in its consequences for the 
future. 

(c) The idea of professionalization 
in management. There is a third con- 
cept to which we must attribute the 
dynamics in our American business sys- 
tem. This is the idea of professional 
management. 

The implications of this idea are as 
diverse and as constructive in their in- 
fluence as those associated with the idea 
of a new frontier and the idea of ex- 
pansible markets. The idea of manage- 
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ment as a profession presumes that the 
direction of the affairs of an enterprise 
need not coincide with ownership or 
with social status. For that matter it 
need not coincide with previous specific 
experience in the particular business to 
which the professional manager may be 
called. Similarly, there is implicit in the 
idea a break — though not necessarily 
a clean break — with such older pro- 
fessions as law, engineering, and finance. 
What is involved instead is the belief 
that the problems of developing policy, 
setting goals, designing means for their 
achievement, evaluating progress to 
that end, establishing incentives, and 
appraising performance are parts of 
the task for which special preparation, 
temperament, and experience are re- 
quired. 

This idea can be traced in substan- 
tial degree, of course, to Frederick 
Taylor in the early years of this century 
and to his several colleagues for their 
pioneering work in “scientific manage- 
ment.” In its present manifestations, 
however, it is more properly considered 
a collective achievement of many 
minds reacting to pressures in every 
corner of the economy and inspired by 
opportunity in a thousand forms. 

The profession of management takes 
it as granted that norms and standards 
can be devised for duties of virtually 
every kind and that responsibilities can 
be effectively delegated on that basis; 
that the contributions of technical per- 
sonnel can be coordinated and thus 
blended with the operating require- 
ments of an enterprise as a whole; that 
qualities of imagination and leadership 
are more effective if made to work 
within the discipline of a system of 
periodic appraisal; and that the best 


abilities of each member of the organi- 
zation are liberated by an understand- 
ing of the goals that have been set for 
the company and by their willingness to 
accept the ethical standards by which 
the company is administered. 

The development of a profession of 
management and its widespread appli- 
cation have led to many results, of 
which two are particularly important 
to this discussion: 

First, a reinvigoration of the Jeffer- 
sonian idea of an elite whose status is 
founded on merit and industry. Hence 
there is going on at all times a recruit- 
ment of brains and character from 
within the ranks, expressly for the pur- 
pose of their preparation for advance- 
ment. 

Second, the mobility with whick 
managerial ability can be transferrec 
from one point within the company tc 
another, from one enterprise to another 
and indeed from one type of industry 
or business to another entirely differ: 
ent type. No longer need an individua 
feel that in any such move he is “sacri 
ficing” ten or twenty years of experi 
ence because of its exclusive relevanc 
to the subject matter in which it wa 
built up. He can instead quite properh 
consider such a move as an investmen 
of his training and talents in a new set 
ting in which the principles and tech 
niques will be similar, however differ 
ent may be the specific contours of th 
problems to which they must be ap 
plied. There is thus developed a fairl 
well organized market for managemen 
through which surplus managerial abil 
ity flows with great facility to the area 
of greatest need. It is this fact with a 
that it implies which accounts as muc 
as any other for the so-called miracl 
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of production during the last war, and 
_ even more so for the resilience of the 
_ economy since 1946. 

There still remain the questions: 
Granted the truth of the preceding 
points, what is their special relevance 
_ to the attainment of the modern ideal? 
What is the bearing of such concepts of 
management policy upon the effective 
combination of political with economic 
freedom? Or more particularly, what 
qualities of mind in management have 
been revealed which can be regarded as 
modern in the sense that they may 
contribute increasingly to the achieve- 
ment of this idea? 

The last of these questions is most 
immediately important because it is in- 
deed possible to list four basic attitudes 
shared by contemporary management 
on a sufficient scale to be identified as 
qualities of mind. In each instance 
these attitudes can be considered as 
corollary to the three concepts which 
were described before as part of the 
dynamics of our business system. The 
four attitudes are as follows: 


(a) A commitment publicly reiter- 
ated that the ultimate consumer must 
be served to his own satisfaction or the 
business is unsound. The doctrine of 
caveat emptor cannot survive within 
a company committed to a policy of 
continuous development and growth. 

(b) An acceptance as a prime ob- 
jective of policy that maximization of 
profits is less important to management 
than the long-range security of its po- 
sition in the market. From this springs 
the company’s concern for the future, 
a determination to plan for it, an open- 
ness of mind toward the necessities of 
change by which that future can be 
secured, and the use of this policy in 


allying the company and its manage- 
ment with the best interests of those 
whom it employs, to whom it sells, and 
from whom it buys. 

(c) An acknowledgment that work- 
ers are the scarce rather than the ex- 
pendable resource; hence a regard for 
people as packages of talent, reposing 
responsibility on management to dis- 
cover it, liberate it, and establish the 
incentives that will develop it. 

(d) A recognition of the need for an 
art and science of administration ade- 
quate to produce a synthesis for techni- 
cal specializations however numerous 
they may become or however extreme 
the degree to which they may need to 
be carried. Without such a view man- 
agement is atomized; with it manage- 
ment is atomic. 


Consequences for Society 


These are attitudes that are increas- 
ingly the common currency of man- 
agerial thought; they are peculiarly the 
product of the mind of this century; 
and they are directly relevant to the 
achievement of the modern ideal. This 
thought, however, is so intriguing as to 
offer pitfalls to the unwary. It may, for 
example, suggest a similarity to the doc- 
trine that ‘“‘what’s good for business is 
good for the country.” Or it may invite 
social theorists to renew the drive to 
have business become ‘an instrument 
of social policy.” In fact, however, one 
view is as regressive as the other. 

For example, social theorists for years 
promoted the need for industrial de- 
centralization to solve the problem of 
underemployment in rural areas; but it 
was not logic but air conditioning and 
refrigeration which made this move 
feasible for many industries since parts 
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machined in many areas under diverse 
temperature conditions could be reas- 
sembled to fit. Again, there was concern 
over a long period for the plight of the 
overage employee; but it was not pen- 
sions, patronage, or paternalism. that 
solved this so much as such devices 
as modern materials handling equip- 
ment. Few indeed are the managements 
who would prefer muscular youngsters 
in a warehouse to the careful and ef- 
ficient 50- and 60-year-olds who scoot 
around on little trucks and manipulate 
the mountains of crates and other 
heavy materials. To take housing as a 
third example, consider that town plan- 
ners advocated only a few short years 
ago a shift to outlying areas in well laid 
out communities — precisely this has 
proceeded apace — adjacent to facto- 
ries which have used this means to beat 
the high cost of central city real estate 
and traffic congestion; this came about 
full circle in St. Louis where a privately 
financed group with central city inter- 
ests has set about to replace completely 
the blighted areas with housing devel- 
opments attractive enough to halt the 
flight to the widening perimeter of the 
city. 

Now in these and countless other 
examples, there was a coincidence of 
sound principles of business manage- 
ment with equally sound objectives of 
social policy. Whether the businessman 
was happy because he accomplished 
some good while making money is be- 
side the point; similarly, it is irrelevant 
that the social critic may cynically dis- 
count the motives of the businessman 
because he made some money. 

The fact remains that while the ob- 


jectives of business management and 
public policy are not identical, neither 
are they incompatible or mutually ex-) 
clusive. The hope of the future is that. 
we can learn enough fast enough to 
make them increasingly reciprocal. 

No businessman in his right mind 
will accept a nebulous concern for the» 
public good in exchange for black ink. 
on his financial statement; but as the: 
fisherman watches the gulls as a sign 
for where the fish are shoaling, the alert. 
manager is finding that business oppor; 
tunity is not too far from any clearly 
stated demand for social change. 

And from the other side, public 
policy makers would do well to aban-) 
don their precepts based on the as-) 
sumed risks of instability in our system , 
with all that this implies in the way’ 
of decentralized control. The greater’ 
risk by far lies in the loss of the dy-: 
namic qualities for self-renewal and. 
continued growth which have been ex- 
hibited in the face of every recent crisis. 

Here then are the emerging contours | 
of the modern mind in management: 
acceptance of the role as a coordinator | 
of economic change; and a mastery of ’ 
the techniques of science, markets, and 
organization by which he is willing to) 
accept the risks of change. 

Still unresolved is the question, 
whether management can remain pri-: 
vate. To a controlling degree, this is 
dependent on the insight with which’ 
the manager can understand the neces-} 
sities of public policy and on the skill) 
with which he takes this factor into) 
consideration, not as a business objec-: 
tive, but as a sound ingredient of a 
profit-making enterprise. 


Long-Run Prospects for Economic Stability 


G. Finpiay SHIRRAS 
Visiting Professor of Economics, University of Illinois 
_ Professor of Political Economy, Trinity College, University of Dublin, 1950-51* 


SINCE the end cf World War II the 
_ American economy has worked extraor- 
dinarily well. There has been a phe- 
-nomenal increase in production and as 
a result, an upward trend in the stand- 


ard of living. Nevertheless, there is an 


undercurrent of depression psychosis, a 
strong fear of instability. Will there be 
a recession as defense expenditures de- 
cline? Will the country be able to con- 
sume a larger fraction of its total out- 
put? 

Before the Korean War consumer 
spending was of the order of 70 percent 
of total production, but this has been 
reduced to 63 percent in 1952 by a rise 
in taxation; a rise in prices which has 
curtailed spending, especially on the 
part of those on relatively fixed in- 
comes; a restriction of consumer credit; 
and an increase in saving, notably in 
the case of those with increased in- 
comes. The problem then is how to take 
up the slack when defense expenditures 
fall and how to increase consumer 
spending in proportion to the growing 
total production. In recent months 
there has been quite a sizable body of 


* Among the positions formerly held by 
Professor Shirras are those of Controller- 
General of Public Revenue and General 
Finance, Control Commission for Germany, 
and Professor of Economics and Dean of 
Faculty of Economics and Commerce, Uni- 
versity College, Exeter. During his 30 years 
in India he held numerous positions, among 
them Director of Statistics with the Govern- 
ment of India, and Principal and Professor 
of Economics, Gujarat College, University 
of Bombay. 


predictions from official and nonofficial 
quarters. Among these may be men- 
tioned Gerhard Colm’s original and 
persuasive report on The American 
Economy in 1960,’ the report prepared 
for the Joint Committee of Congress 
entitled The Sustaining Economic 
Forces Ahead,? the Department of 
Commerce report on Markets After the 
Defense Expansion,* which is a guide 
for business policy making, and the 
monthly official publication Economic 
Indicators.* 


1, 


Defense expenditures will rise from 
nearly $50 billion to nearly $60 billion 
a year by the end of this year or early 
in 1954 and will continue at that level 
until the end of 1954. Expenditures will 
then fall by $5 billion or more a year 
until they reach a figure of the order of 
$45 billion. When this decrease takes 
place how is a recession to be averted? 

On the other hand, as we shall see, 
the American economy is pre-eminently 
an expanding one. In the short period, 
on the expectation mainly that Federal 
expenditures will increase but the rate 
of increase will slow down, nothing 
seems likely to affect high employment 


Planning Pamphlet 81. Washington: 
National Planning Association, 1952. 

2 82nd Congress, 2nd Session, Joint Com- 
mittee Print 26189, 1952. 

* Washington: Government Printing 
Office, 1952. 

* Washington: 
Office. 
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or promote any substantial degree of in- 
flation. In the longer run the economy 
has the capacity to increase production, 
as supplies of labor and productive 
equipment are steadily increasing. 

The tools of economic analysis can 
prove most useful in evaluating our 
future needs and our future problems. 
For example, the economist might be- 
gin by assuming, not unrealistically, 
that world tension will continue with- 
out another world conflagration and 
without a world settlement. He may 
then examine the potential increase in 
production and the future, all things 
considered, of demand. He is a maker 
of projections and in making careful 
projections is able to point out the 
needed adjustments in economic 
growth. By careful economic analysis he 
can evaluate the permanent changes 
that have been taking place in the 
economy since 1929; and on the basis 
of the present trend in the size of the 
labor force, the hours of work, and the 
output per man-hour he can estimate 
the potential increase in total produc- 
tion. It is by this method, for example, 
that the Department of Commerce has 
estimated the total production of goods 
and services (GNP) in 1955, measured 
in 1951 prices, at $365 billion’ and the 
Council of Ecotiomic Advisers at $370 
billion. The Colm Report estimates the 
1960 total at $425 billion. This growth, 
of course, is dependent on a corre- 
sponding increase in consumer demand 
to match productive capacity. 

It will be convenient here to review 
the changes that have taken place in 
the economy since the predepression 
year 1929. In 1952 total output reached 
$338 billion compared with $168 billion 
in 1929, expressed in 1951 dollars so 


has doubled since 1929 and agricultural | 


that the change represents volume 
movements. Between 1938 (when the: 
level was just slightly below that of’ 
1929) and the first half of 1952 the: 
GNP doubled as compared with an in-) 
crease of only 27 percent in OEEC: 
countries; the per capita GNP in-: 
creased in the same period by 70 per- 
cent whereas the OEEC increase was} 


only 13 percent. Industrial production , 


production has risen by 50 percent. 
Civilian employment has risen from 49) 
million to over 61 million. The length , 
of the working week has fallen from) 
about 48 hours in 1929 to about 40! 
hours in 1952 but productivity has, on) 
an average, risen 80 percent. The num-: 
ber of automobiles, now 44 million, has} 
doubled. There are refrigerators in 80) 
percent of American homes and there: 
is hardly a house without a radio. The’ 
annual expenditure on producers’ dur-; 
able equipment, in 1951 dollars, has} 
risen from $11 billion to nearly $26) 
billion. The average annual per capita | 
income after taxes has risen from) 
slightly over $1,000 to about $1,500, ay 
rise of 50 percent. | 

The two outstanding characteristics} 
of the American economy are the? 
doubling of the real gross national] 
product since 1929 and the remark-. 
able change in structure during this; 
period. Certain factors of the economy 
have become insulated to a consider-; 
able extent against the impact of the? 
business cycle. Farm incomes, for eX} 
ample, are protected, at least partially,, 
against a catastrophic fall in the price: 


* Fourth Annual Report of the Organisa-: 
ation for European Economic Cooperation,, 
cited in The Economist (London), Decem- 
ber 27, 1952, p. 893. 
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of staple products. Social security and 
_ public assistance, supplemented by pri- 
vate insurance plans, have put a floor 
under the income of many millions of 
families. The high degree of unioniza- 
tion, whatever its other effects may be, 
makes it less likely that a downturn in 
business will develop into a deflation- 
ary spiral through wholesale cuts in 
~ wage rates. A somewhat more even in- 
come distribution strengthens mass con- 
sumption in relation to the more vola- 
tile demand of the wealthy. There are 
factors, too, which enable business firms 
to keep themselves in a better position 
to meet a downturn of the business 
cycle by closer inventory control, 
longer-range planning of investment 
programs, and of course, the avoidance 
of excess debt. These policies help the 
individual firm as well as the economy 
as a whole. Most noticeable in the re- 
duction of the volatility of business in- 
vestment in plant and equipment is the 
fact that investment programs cover a 
longer period of time than previously. 
The existence of long-range investment 
programs lessens the influence of short- 
run fluctuations in the market. Then, 
again, there are such measures as flex- 
ible limitations on the margin buying of 
stocks and other regulations of the 
security market and a much more 
watchful and experienced general credit 
policy. These are curbs on speculative 
excesses and tend to mitigate the im- 
pact of a downturn. There is the Fed- 
eral government’s insurance of most 
bank deposits and of a large amount 
of mortgages; and these mortgages, be 
it noted, are usually extended over a 
long period of time, and are accord- 
ingly less vulnerable to cycle effects. 
The size, too, of the government sector, 


which has increased from $17 billion in 
1929 to $76 billion in 1952 (in 1951 
dollars), has a stabilizing influence on 
total demand. 

One of the most arresting features of 
the American economy since the end 
of World War II is the large increase 
in both business and private debts 
which today total $300 billion as com- 
pared with $141 billion in 1945. These 
debts play an important role in the in- 
vestment process, mainly through the 
banking system. Overinvestment or un- 
derinvestment in these debts play no 
small part in generating business fluc- 
tuations. Should a recession set in, debt 
repayment, amortization problems, and 
refunding difficulties may arise. 

Despite the phenomenal increase in 
debt, however, the position of borrowers 
is good. The burden of corporate debt 
is much higher than before World War 
II, but interest charges are relatively 
lower and corporation earnings are 
high. Noncorporate debt — the debts of 
farmers and consumers— has risen 
more rapidly than corporate debt, but 
still remains lower. The following sum- 
mary shows the position in 1945 and in 
1952 (dollars in billions) : 


Percent 

71945 1952* increase 
Corporate debt...... $85 $165 94 
Short-term s.. 4.4. 47 95 102 
one-term ce. y:5).-8 38 70 84 


Noncorporate debt... $55.5 $135.8 145 


Mortgage (non- 


farim) eyneyacice oe Pyssy — Tahsey aa 
Farm mortgage... 4.7 6.7 43 
Consumer credit... 5.6 24.0 329 
Farm production 

LOaiieer pects ica Tes) 9.2 268 
Other Ree sere 14.8 18.6 26 


* Preliminary. : 
** Includes commercial and financial debts. — 
Source: Federal Reserve Bank of Chicago, 
Business Conditions, April, 1953, pp. 2 and 4. 
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The total of private debt has grown less 
rapidly than the national income, which 
may be taken as a measure of the 
country’s economic activity. Prior to 
World War II private debt was more 
than one and a half times the national 
income; today it is about the same as 
national income. 


II. 


We have referred to the methods for 
evaluating the long-run problem. Be- 
fore considering the specific expendi- 
ture categories it is necessary to Ccau- 
tion that we guard against that bias 
which calls maladjustments short-term 
when they are in reality long-term. One 
cannot say that there is reason for a re- 
cession. merely because the present 
boom has already lasted longer than 
booms usually last. “Why,” asks Slich- 
ter, “is the danger of a recession so 
great? A very general reason is the fact 
that the present boom has already 
lasted longer than booms usually last. 
... The present boom has run six 
years without interruption, except for 
a brief halt in 1949. Experience tells us, 
therefore, that even without a drop in 
defense spending a recession is about 
due. There are several specific reasons, 
however, why there is great danger of 
an early recession. One is the extraordi- 
narily rapid rate at which the country 
has been adding to its plant and equip- 
ment for over six years; a second is the 
abnormally high rate at which it has 
been building houses; a third is the fact 
that corporations and individuals have 
been going into debt at a rate too rapid 
to last.”° Slichter fails to appreciate the 
long-period changes that have, in the 


*“Are We Headed for a Depression?” 
Harper's Magazine, February, 1953, p. 26. 


| 
| 
| 


form of built-in stabilizers and in other’ 
ways, taken place in the American) 
economy. John H. Williams said in\ 
1952, “The practice of shoving out: 
everything that does not fit the logical 
requirements of a theory under an ex-: 
pansible umbrella labelled ‘short run’: 
loses force when the umbrella has to be! 
stretched to cover a forty-year period | 
of virtually continuous disturbance.”* _ 


IM: 


When the expenditure on national | 
security declines two or three years} 
from now, it will be essential that an) 
expansion take place in personal con-: 
sumption expenditure on durable and) 
nondurable goods and on services, in 
business investment, and in govern-: 
ment’s demand for goods and services: 
other than defense. It is here that pro-, 
jections such as have been described! 
above have their value. They give some: 
idea where the compensating increases 
could take place. In this connection 
timing is very important. Plans, particu- 
larly at state and local levels, must be: 
put into operation promptly. The €co-- 
nomic impact of governmental expendi- 
tures may underestimate the real eco- 
nomic impact at the early stage of 
manufacture and overestimate it at a: 
later stage. In other words, the high-. 
water mark may be reached earlier! 


than the projected curve of govern- 
SSS) | 

"Stamp Memorial Lecture at the Univer-) 
sity of London, Economic Stability in the: 
Modern World (London: University of! 
London Athlone Press). Published in the: 
United States under the title Trade, Not! 
Aid: A Program for World Stability (Cam-. 
bridge: Harvard University Press) to avoid: 
confusion with his new book, Economie: 
Stability in a Changing World (New York: 
Oxford University Press). 
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ment expenditures and, as Colm shows, 
_ the decline in defense activity may oc- 
cur before the decline in defense spend- 
ing. Advances, for example, to airplane 
manufacturers do not cover the total 
cost and so the firm has to meet the 
additional expenses for manufacture 
either from the banks or from the firm’s 
own resources. At this stage government 
expenditures understate the real eco- 
nomic impact. When the planes are de- 
livered and final payments made ex- 
penditures tend to overemphasize the 
real economic impact. 

When defense expenditures begin to 
- fall it may be necessary, as we shall see, 
to increase consumer demand to offset 
a contraction in producers’ durable 
equipment and in housing. Adjustments 
indeed may be necessary earlier than in 
1954 or 1955. At the same time the 
decline in defense spending and the in- 
crease in consumer spending may not 
be synchronized to avoid some fall in 
economic activity during the period of 
transition. Business expectations— what 
businessmen think may happen — are 
of great importance. In anticipation of 
a fall of prices, for example, they may 
liquidate inventories before defense ex- 
penditures fall and in 1954 or 1955 
would have to build them up again. 
This would tend to cushion any weak- 
ness expected in 1955. Business, so far 
from becoming panicky, may continue 
with the planned investment programs. 
Much will depend, however, on the 
rapidity with which the government 
will act should a recession take place, 
as this will influence business decisions. 


LV: 


Colm constructs seven models based, 
as is usual in macroeconomic analysis, 


on certain assumptions. Six of these are 
constructed, respectively, on high con- 
sumption and high taxes, high con- 
sumption and moderate taxes, high 
domestic investment and moderate 
taxes, high domestic and foreign invest- 
ment and moderate taxes, very low 
taxes, and high government purchases 
and moderate taxes. After this he pre- 
sents what he calls an adjusted 1960 
model. It is with this that we shall deal 
in some detail. The model is con- 
structed with two points in view: 
(1) the maintenance of a high level of 
employment, and (2) the maintenance 
of price stability. It implies a tax re- 
duction to rates below the 1949 tax 
rates; greater encouragement of private 
domestic investment in plant, equip- 
ment, and housing; a moderate increase 
in government expenditures other than 
defense, especially of a public invest- 
ment character; greater encouragement 
of foreign trade and capital export; and 
private and public cooperation to main- 
tain full employment without inflation. 
The adjusted model is, of course, only 
one of the ways of combining the var- 
ious ingredients and it is economic 
analysis techniques that point out the 
various modifications required in cer- 
tain circumstances. It is in the detailed 
analysis of the consumer account, the 
business account, and the government 
account that some criticism may be 
offered. The following diagram shows 
the main changes in the Colm adjusted 
1960 model. 

All things considered, the projected 
output in the adjusted model for 1960 
in the Colm Report cannot be regarded 
as too high. A population of about 175 
million is assumed, a figure midway be- 
tween the Census Bureau’s medium and 
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The Adjusted 1960 Model 
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Sources: Council of Economic Advisers, Midyear 1952 Economic Review, p. 104; 
Gerhard Colm, The American Economy in 1960, pp. 161 and 166. 


high figures, 170 million and 180 mil- This reflects a high rate of positive 
lion, for 1960. The increase in per saving. In recent years net personal | 
capita consumption from 1951 to 1960 saving as a percentage of disposable in- 
is taken at 23 percent or 2.3 percent come has been as follows: 1929, 4.5 
per year over the nine-year period, as_ percent; 1939, 3.8 percent; 1947, 2.3 
compared with an increase of 38 per- percent; 1950, 5.5 percent; 1951, 7.6 
cent over the twenty-two year period percent; and 1952, 7.7 percent. The 
1929-51 or 1.5 percent per year. Con- high percentages for 1951 and 1952 are 
sumption expenditures per capita in the effect of the post-Korean price and 
constant dollars have been taken since income rise on income distribution. | 
they provide a rough index of the stand- Concerning the 5.4 percent figure of | 
ard of living. The increase of 23 per- consumer disposable income the Colm | 
cent in per capita consumption would report says it “represents little more | 
mean that the increase in the standard than a guess based upon recent experi- 
of living would continue, for example, ence. It is about the same saving ratio 
in housing and household appliances, as occurred in 1948 and again in 1950, 


the luxuries of yesterday becoming the both having been years in which high 


necessities of today. It would also mean _ positive savings were partially offset by. 
an upward trend in the consumption of 


large negative savings resulting from 
educational, cultural, recreational, and widespread use of consumer credit in 
health services. Saving is taken at 5.4 


purchasing durable goods.’ Consumer 
percent of consumer disposable income. demand as an aggregate is less sensitive 


5 oe ey 
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to changes in income than business in- 
_vestment is, but because of its magni- 
_ tude, the dollar fluctuations in con- 
sumer expenditures frequently exceed 
those of all other markets. Individual 
consumers’ liquid assets are consider- 
ably stronger than they were a few 
years ago, and although household 
goods and automobiles have been con- 
sumed at a rapid rate in recent years, 
there is reason to anticipate a rise 
rather than a decline in the spending 
rates of consumers. But to project the 
consumption of some fifty million fami- 
lies is difficult when a considerable part 
of consumer demand has become 
almost as volatile as business outlays 
for plant and equipment. 

It is when we come to expenditures 
for new plant and equipment, includ- 
ing housing, that projections are most 
liable to error. We have to balance on 
the one hand the long-run growth of 
the economy, especially the exceptional 
expansion of population expected in the 
next decade, with, on the other hand, 
the already large expenditures on plant 
and equipment year by year since 1946, 
the longest and largest of its kind on 
record. Gross private domestic invest- 
ment (in billions of 1951 dollars) 
jumped from 16.8 in 1945 to 42.2 in 
1946, 54.4 in 1950, 58.5 in 1951, and 
50.0 in 1952. When expressed in 1952 
dollars investment in plant and equip- 
ment in 1952 is some 30 percent greater 
than that in 1945. These figures are so 
impressive as to produce in some quar- 
ters the fear of overexpansion. They are, 
however, not excessively large when 
population and the labor force are con- 

sidered. Indeed, plant and equipment 
per capita is less today than in 1929. 
Colm estimates 1960 investment in 


plant and equipment at 10.5 percent of 
total private production as against 9.7 
percent, the average of the past thirty 
years. The higher average seems justi- 
fied when development in electronics, 
chemical engineering, and other indus- 
tries is advancing and demands to 
replace obsolescent machinery are 
springing up favoring a high rate of 
investment. 

It is in residential housing, not in 
plant and equipment and in inventory 
change, that skepticism of recent pro- 
jections is most justified. At the present 
time new housing construction is taking 
place at an annual rate of 1.1 million 
units and this is the figure taken in the 
Colm Report up to the year 1960. The 
Joint Committee report estimates that 
for the next eight years there will be a 
need for 1.4 million units, an estimate 
which assumes further government ac- 
tion to encourage construction, for ex- 
ample, by helping to give loans or guar- 
antees. The Commerce study, Markets 
after the Defense Expansion, estimates a 
decline to about 750,000 units by 1955. 
Since many factors have to be con- 
sidered it is difficult to arrive at a safe 
figure. Habits are changing and people 
now prefer to live in detached houses 
of their own, especially as the cost of 
mortgages is not very much greater 
than paying rent. Over the last six 
years the number of families has in- 
creased by 4.3 million, whereas the 
number of dwelling units has grown by 
over 6 million. So it appears, at all 
events in the larger towns, that the ac- 
cumulated demand from the prewar 
and war periods is being met. What the 
demand will actually be will depend 
on the expectations of builders and 
owners, but it is reasonable to expect 
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this need to be of the order of 900,000 


units a year. 


V. 


To sum up: We have seen that a dy- 
namic economy requires adjustments 
from time to time and these have to be 
made with the least possible disturb- 
ance. For the purpose of meeting any 
possible recession such as that which 
may take place when defense expendi- 
tures are heavily reduced economic 
analysis is a valuable tool. The problem 
is to increase consumers’ demand, and 
there is indeed a use for all that is pro- 
duced provided there is no complacency. 
Everything depends on the attitude of 
business, labor, and the government. 
Timing is important. Will the govern- 
ment be ready to act quickly so that 
business will not be permitted to be- 
come nervous if or when adjustments 
have to be made? We have perhaps 
still to appreciate the changes that have 
been taking place during the last 


quarter of a century in the American 
economy. Stabilizers now offer powerful 
resistance to extreme departures from. 
existing levels of spending and produc-. 
tion. Moreover, these stabilizers can be. 
reinforced by tax reductions, by credit. 
policy, and by the extension of non- 
defense programs such as roads, schools, 
hospitals, and research. Backlogs of 
needed schools, hospitals, sanitary fa- 
cilities, and highways are very large 
but these account for only about 2 per-. 
cent of all spending and may require 
extensive Federal assistance and the 
adoption of new financing arrange-. 


ments by state and local governments. 
It is, however, “the continuing policy 
and responsibility of the Federal Gov- | 
ernment,” says the Employment Act of | 
1946, “to use all practical means... 
to promote maximum employment 

.’ The government’s responsibility | 
for general economic stability is not 
now seriously questioned. 


Recent Developments in Air Transportation* 


RicHarps C. Osporn 


Associate Professor of Economics, University of Illinois 


ALTHOUGH aviation is still a young busi- 
ness, it is becoming an increasingly im- 
_ portant industry. It involves large num- 
bers of passengers, extensive quantities 
of freight, express, and mail, affords 
considerable employment, provides civil 
flying services and training, and in- 
cludes a sizable financial investment in 
aircraft, airports, and other facilities. 
Major emphasis in this article is placed 
on changes in the financial and opera- 
tional status of civil aviation, the sched- 
uled airlines, and the non-scheduled 
operators. Special reference is made to 
Illinois as an illustrative example. 


Postwar Civil Flying 


Under the impact of postwar enthu- 
siasm for aviation, and spurred on 
financially by the Veterans “G.I.” flight 
training program, civil flying in this 
country expanded rapidly after World 
War II. Small-plane production, which 
had increased from 3,715 to 6,844 units 
between 1939 and 1941, jumped to an 
output of 35,001 for 1946. Total hours 
of civil flying advanced from 1,922,000 
in 1939 to a peak of 16,370,000 in 
1947. Some enthusiasts envisioned a 
new era in which an airplane would 
replace the second car for many fami- 
lies. The number of flight schools and 


* A more technical and detailed treatment 
of this subject will be found in the author’s 
monograph, Business Analysis of the Avia- 
tion Industry in Illinois, Bulletin No. 75, 
Bureau of Economic and Business Research, 
_ University of Illinois, September, 1952. 

This enthusiasm was reflected in a study 
by Victor Perlo, Chief, Industry Research 


fixed-base operators kept pace with the 
new outlook as numerous former pilots 
set themselves up in business to take 
advantage of the postwar boom in pri- 
vate flying. 

But a rude awakening came to these 
new operators. Although no financial 
statistics are available to show the total 
results of postwar fixed-base operations, 
there are certain indications as to the 
scope of the tremendous expansion and 
sudden collapse which followed. After 
reaching the previously mentioned 
small-plane output of 35,001 in 1946, 
the production of such aircraft took a 
disastrous nose dive to 2,477 planes in 
1951. Output in 1952 climbed back to 
3,509, however, and the unfilled orders 
placed with manufacturers indicate a 
further advance for 1953. 

It is now evident that the rapid pro- 
duction of aircraft in 1946 and 1947 
built up a backlog which then resulted 
in curtailment of production to the ex- 
tent that fewer planes were produced in 
each of the years 1950, 1951, and 1952 
than had been manufactured in 1939. 
Such a situation is not likely to con- 
tinue in view of the fact that total 
hours of civil flying are more than five 
times as great as in 1939. The largest 
expansion took place in flight training, 


Branch, Bureau of Program and Statistics, 
War Production Board, which concluded 
that 1,000,000 private aircraft would be 
registered in this country by 1955, with an 
annual production rate of 400,000 planes. 
Civil Aeronautics Administration, Civil Avia- 
tion and the National Economy, September, 
1945. 
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which reached its peak in 1947 and 
then declined precipitously. Other types 
of flying — commercial, pleasure, and 
business — have continued to increase 
steadily, with the latter exhibiting the 
greatest percentage advance in recent 
years. 

The impact on fixed-base operators 
of the diminution in both aircraft sales 
and flight training, their two major 
sources of revenue, has been obvious. 
Also, their numbers have decreased as 
profits, in many instances, turned into 
losses. Civil flying and the fixed-base 
operator are mutually interdependent. 
The former depends upon the latter for 
the privately-owned public-use airport 
line service, flight training, sales, serv- 
ice, and repair of aircraft, and miscel- 
laneous other activities. The fixed-base 
operator, in turn, is dependent on civil 
aviation as the outlet for a sufficient 
output of his commodities and services 
to make possible a going business. 


Civil Flying in Illinois 

Civil aviation in Illinois has evi- 
denced the same type of expansion as 
that witnessed on a national scale and 
has suffered a similar contraction. For 
example, the number of fixed-base 
operators increased from 30 in 1939 to 
217 in 1947, but had dropped back to 
163 by the close of 1952. In a similar 
fashion the number of flight schools 
mushroomed to 162 in 1948 but does 
not exceed 85 at present. Privately- 
owned public-use airports followed a 
like pattern, having declined from a 
peak of 195 in 1947 to 102 as of Janu- 
ary 1, 1953. On the other hand, the 
number of publicly-owned installations 
continues to increase as does also that 
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of private-use airports (restricted land- 
ing areas) .? 


Under the G. I. flight training pro-— 


gram the total number of pilots 
mounted rapidly. There were 6,341 
trainees under the program in the state 
as of December, 1948, but this had de- 
clined to 1,356 by October 31, 1952. A 


drop of this magnitude in the number 


of customers for flight training services 
has had serious repercussions on the 
fixed-base operators. 


Financial Data on Fixed-Base { . 


Operators in Illinois 


Volume and Type of Sales 

The comparative decline in sales 
volume of fixed-base operators after 
the initial postwar spurt is illustrated 
in Table 1, which shows the changes 
in sales in total and for various types 
of service for 28 operators in the 1946 
to 1950 period. Total sales declined 
from $5,140,343 to $2,107,140, a de- 
crease of 59 percent. The change be- 
tween 1946 and 1947 resulted from a 
precipitous drop in aircraft sales, a 
large portion of which had been made 


by one distributor. In all other major | 
activities 1947 was far superior to 1946, — 


and 1948 generally was a still better 


year, aside from a further drop in air- | 


craft sales. The peak of G. I. flight 


training had been passed by 1949; such — 


service declined still further in 1950 | 
and subsequent years. Aircraft sales, on © 


the other hand, expanded 40 percent 
in 1952 above the extremely low 1951 
level. 


*Some of the airports that were formerly 
privately-owned public-use have become re- 
stricted landing areas. There are now 417 
of these in the state. 
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Table 1.— Change in Sales Volume from 1946 to 1950 for 28 Fixed-Base Operators 


Sales, by type of service 1950 
MPNNCRSERVIOCH Pacts cee 4 bree nee cee $284,866 
Storage and tie down................. 158,375 
Maintenance and repair............... 237,232 
Bight training 

oasis 2s Se Se a RC eR eee 453,001 
Oy eRRE Tao: ein ste ete reloes. 6 Hava 144,571 
DNOnsegre gated raises arsvecee oarncterers «me's DD; 132 
Plane rental and charter. ............- 16,986 
Exncilary INCOME. <[s). 5.4: 01<- s\sntiste ees nae 38,910 
Groprapplications,, 27s 0)... ters enjs ob ene 71,488 
PNINGALE SALES © = sy svare.s oc ove-aiase wictve’s 2 Ses 584,962 
BReric tural Crops... sn. <isec hice aus ae »157 
Ground site rentals. . 4,807 
Pel tse ses mihi siec as : 28,783 
BOLE ELH de tras ctehing-3 20,270 
BOE LSS Clyaee eran foyer ates isitereipy's cialis" 2 wells gles 
Biotalesales rt )ccsocieiereeeaays er» choteisters $2,107,140 
Relative sales volume (1946=100)...... 41.0 


1949 1948 1947 1946 
$640,454 $556,181 $358,870 $272,399 
162,214 191,641 169,236 92,941 
259,330 486,616 573,173 524,850 
530,473 798,857 708,924 254,672 
127,501 98,279 80,315 127,512 
35,992 110,787 227,853 112,310 
68,940 71,878 65,782 88,092 
27,444 81,719 33,714 42,370 
140,190 62,169 20:093 0 aN a seams 
484,398 554,297 1,058,734 3,341,716 

6,982 6,634 5,945 4 

30,014 27,472 30,441 3,468 
"690 Ate | Oe 45 its 
204,139 318,361 295,421 277,963 
$2,718,761 | $3,369,331 | $3,629,386 | $5,140,343 

52.9 65.5 70.6 100.0 


Source: 


It is estimated that total sales for 
_ fixed-base operators in Illinois for 1950 
were slightly less than $8.5 million. The 
volume of 140 operators, from whom 
data were obtained, was $7,984,975.° 
Table 2 sets forth a picture of fixed- 
base activity in 1950, classifying firms 
by size of sales and type of service. This 
shows that the 75 firms with less than 
- $25,000 of annual business, which con- 
stituted 53.6 percent of total companies, 
had only 10.2 percent of the sales. At 
the other extreme of size the nine 
largest companies, those with sales of 
$200,000 or more, accounted for 48.9 
percent of fixed-base operator activity, 
illustrating again the comparatively 
small size of the majority of fixed-base 
operators. Average sales per operator 
in 1950 were $52,200 but the median 
was less than half of that figure, only 
$22,500. 

The relative significance of the dif- 
ferent types of service is still more per- 


® Sales figures were obtained from all but 
one of the operators of greater than medium 


size. 


Records obtained from fixed-base operators. 


tinent. Flight training was the most 
important activity, representing 28.1 
percent of sales, with aircraft sales, 
totaling 25.6 percent, second.* Line 
service and maintenance were the only 
two other activities which exceeded 10 
percent of total sales for the year. For 
the largest operators, flight training was 
relatively unimportant with aircraft 
sales accounting for 45.1 percent of 
business done, and line service and 
maintenance being fairly significant. At 
the other extreme of size, plane rental 
and charter, storage and tie down, and 
flight training were the most important 
activities. For the 
groups, flight training dominated; it 
accounted for 40 to 60 percent of 
sales. Line service was fairly important, 
and for some operators, crop applica- 
tions were a significant source of in- 


intermediate size 


come. 

Considering the importance of differ- 
ent size groups in performing the differ- 
ent types of service, the eight largest 


*The unclassified group was excluded in 
making these percentage comparisons. 
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_ companies sold three-fourths of the air- 
planes, did half of the maintenance 
work, and more than half of the line 
service. The medium-sized companies 
_did the bulk of the flight training, plane 
rental, and charter. 


Investment 

At the close of 1950 the financial in- 
vestment of fixed-base operators in IIli- 
nois totaled approximately $7 million, 
to which may be added about $2 mil- 
lion of facilities which were rented 
from others, making $9 million of total 
private investment. This represented 
somewhat of a decline from the peak 
of 1948. Many of the operators did 
not maintain balance sheet records 
but balance sheets were obtained from 
120 operators with recorded assets of 
$5,292,024. 

The average size of investment for 
fixed-base operators was $44,100 in 
1950 but the median investment was 
only $19,500. Capital turnover was 118 
percent for all companies combined, 
but this ranged from 260.5 percent for 
firms with sales between $2,000 and 
$5,000 down to a turnover of only 74.2 
percent for those with sales in excess 
of $200,000 for the year. As might be 
expected from the decline in sales 
volume, the rate of turnover dimin- 
ished after 1946, falling from 163 per- 
cent in that year to 136 percent in 1948. 

The 64 companies with sales of less 
than $25,000, although composing 53.3 
percent of the total number, accounted 
for a little less than 20 percent of the 
assets. The eight largest firms owned 
more than 40 percent of total assets. 


Capital Structure 
Current assets were slightly less than 
one-third of total assets, with fixed as- 


sets amounting to about twice as large a 
figure. For the smaller enterprises the 
current assets were negligible simply be- 
cause of the method of record keeping; 
these operators maintained their air- 
ports as adjuncts to their farming and 
other primary activities with few sepa- 
rate accounts. The proportions varied 
also on the basis of the relative amounts 
of land owned or leased, and whether 
the operation was located at a publicly- 
owned or privately-owned airport. 

Both long- and short-term borrowing 
appeared to be somewhat more preva- 
lent among the larger companies; this 
is reflected in the fact that their equity 
ratios were lower than the 59.8 percent 
average for all companies. The propor- 
tion of current to fixed assets, and the 
relationship of current and fixed lia- 
bilities to net worth remained relatively 
constant throughout the 1946 to 1950 
period. 

During the years from 1946 through 
1950 the initial investment of most of 
the operators was supplemented only by 
earnings, with very little capital being 
added except by new entrants into the 
field. Up through 1948, however, the 
reinvestment of these earnings in- 
creased total capital to a moderate de- 
gree, but subsequent losses more than 
wiped out these gains. The constant 
proportion of net worth was maintained 
only through decreasing long- and 
short-term debt at the same rate as 
capital declined. 

Of the 120 concerns 67 (55.9%) 
were proprietorships, 13 (10.8%) were 
partnerships, and 40 (33.3%) were cor- 
porations. One-third of the proprietor- 
ships and one-half of the partnerships 
had assets of less than $10,000, com- 
pared with one-eighth of the corpora- 
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tions in that size category. But the ma- 
jority of all the fixed-base operators 
were and are in the classification of 
small business; 85 percent of the pro- 
prietorships and 72.5 percent of the 
corporations have assets of less than 


$25,000. 


Income Statistics 

One hundred and twenty-six opera- 
tors furnished income statements for 
1950 in one form or another. These 
were in no sense standardized, and some 
of the figures were derived from per- 
sonal income tax returns of the proprie- 
tors. For these 126 operators, total sales 
were $5,845,708 with a net loss as a 
whole of $112,411, before the inclusion 
of salaries for officers, compensation for 
proprietors or partners, or any compu- 
tation of income taxes. Although some 
of the size groups did not suffer an ac- 
tual loss, none of them showed a profit 
after a calculation of reasonable pay- 
ment for the services of officers and 
owners, entirely aside from the lack of 
a return on capital invested. 

It was not possible to obtain suffi- 
ciently detailed and comparable figures 
to show the relative profitability or un- 
profitability of different types of opera- 
tions. What seemed to be evident was 
that an adequate volume was necessary 
for any one of the activities to avoid a 
loss. Although the shop is customarily 
supposed to be unprofitable, this is only 
because it ordinarily has a considerable 
degree of unutilized capacity. The flight 
department has been the most profit- 
able in recent years because it expanded 
into a high enough volume to show 
such a profit. When aircraft sales ex- 
pand, this type of volume also becomes 
advantageous. If line service and stor- 
age facilities are employed to a suff- 


CURRENT ECONOMIC COMMENT 


cient degree they also are profitable | 
adjuncts of fixed-base operation. Un-_ 


fortunately, when business declines in 


volume, as it has done since 1948, the 


facilities of any operator are only par- 
tially utilized and there is a tendency 
for none of them to remain profitable. 


Further evidence as to the extent of 


unprofitableness of operation in 1950 
is found by separating those companies 
reporting a profit from those recording 
a loss. Seventy-one firms, involving ap- 
proximately half the total sales re-, 
corded, had a profit rate of 8.5 percent’ 
on sales. If income taxes, salaries of 


officers, and withdrawals of owners in — 


lieu of salary had been deducted, how- 
ever, no more than two or three com- 
panies at most would have had a net 
income. The 55 operators who _ lost 


money reported a loss rate of 12.5 per- 


cent on sales. 

Regardless of the method of calcula- 
tion or the arrangement of data, it is 
obvious that the decline in private air- 
craft business has brought serious con- 
sequences to the whole field of fixed- 
base operation. 


Outlook for Fixed-Base Operators 


Why was the postwar period of pros- | 


perity so brief and the optimistic fore- 
casts for personal flying so far wide of 
the mark? Did something happen 


which could not have been anticipated? 


It seems rather that flying enthusiasts 
did not realize the fact that personal 
aircraft for nonbusiness flying still have 
a limited utility in relation to their cost, 


and business concerns are only gradu-— 


ally awakening to their value. In the 
first place, private planes are out of the 


potential price range for the vast ma-— 


jority of consumers, who are just able 
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to maintain a car which has much 
greater utility for them than an air- 
plane would have. For most of the re- 
maining and relatively small group of 
persons who can afford to fly there has 
been little or no incentive to plane 
ownership. On short trips of less than 
100 to 150 miles a car, or some other 
form of surface transportation, is more 
convenient, will probably consume little 
if any more time, and is safer. For 
longer journeys, to points served by 
them, the use of the regularly scheduled 
airlines is more attractive to many. 
Considering that the limited average 
use per private nonbusiness plane, as 
estimated by the Civil Aeronautics Ad- 
ministration, amounts to no more than 
60 or 70 hours a year, it would be less 
expensive to charter a special plane for 
such use. 

Suggestions have been made by vari- 
ous sources as to how plane ownership 
and use can be encouraged. These in- 
clude the manufacture of a less costly 
product, the development of a more 

‘salable (i.e., a safer, quieter, and more 
flexible) craft which could be landed 
on a smaller field, and the installation 
of numerous small landing areas near 
the more heavily populated cities. With 
the continuous increase in costs, as price 
inflation has progressed, it is very 
doubtful that a suitable plane will be 
produced which can compete in price 
for nonbusiness use with the automo- 
bile; among other difficulties the 
market needed for its mass production 
is lacking. People generally will not 
substitute a plane for a car even on a 
comparable price basis. The former can 
be used only at certain times and places 
whereas almost continuous use of the 
latter is feasible. This means that the 


plane market will still be limited to 
the higher income brackets, in which 
the factor of price is itself a relatively 
minor factor, and where time savings 
realized in flying comparatively long 
distances are important. 

The development of a safer and 
quieter plane is very desirable but this 
likewise will not result in mass pur- 
chases. Nor is it likely that the sizable 
funds that would be required to provide 
the numerous landing areas needed to 
maximize the use of facilities will be 
forthcoming in the immediate future. 
The public has supported extensive ex- 
penditures for mass-use highways, but 
the segregation of highly valuable close- 
in urban land for landing strips presents 
a considerable problem. Furthermore, 
in only a few cases would such strips 
afford sufficient business for any kind of 
local fixed-base operation, although 
total aviation business would be in- 
creased. 

Only if the utility of small planes, 
particularly for short-haul use, could 
be increased sufficiently would a market 
develop. Commercial and business uses 
have become increasingly important; a 
valuable function is performed by the 
airplane, especially for big business. But 
what is needed to expand personal non- 
business and small business flying seems 
to be the flexibility afforded by some 
sort of “air-mobile” with detachable 
wings and propeller, or helicopter at- 
tachment. A family, for example, would 
readily find a significant use for that 
type of combination. Such a plane, pro- 
duced for general use, is not in immedi- 
ate prospect, however, even though 
experiments along this line are being 
carried on. 

Since fixed-base operators are de- 
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pendent primarily on ‘non-air-carrier 
operations for their livelihood, the con- 
traction of civil flying means that some 
of them, particularly the marginal ones, 
will be forced out of business. There is 
not now enough of this type of flying 
to support a fixed-base industry at its 
present size. This fact has already been 
reflected in the decline in the number 
of privately-owned public-use airports 
and operators during the last several 
years. This attenuation will very likely 
continue, with more airports becoming 
restricted landing areas (private-use 
strips) and others reverting to agricul- 
tural or other uses. 

During this adjustment period the 
more efficient and aggressive operators, 
and those strategically located, will 
probably adjust to the new conditions 
and survive; some will actually prosper. 
Since all types of civil flying will con- 
tinue at a level several times above that 
of prewar, and can be expected to ex- 
pand gradually, there will be enough 
total business for a fair-sized number 
of operators. Optimism for the near 
future, however, is to be based pri- 
marily on expanded commercial and 
business use of aircraft. 


Scheduled Airlines 


In terms of revenues, expenditures, 
employees, and general impact on the 
public and the economy, the regularly 
scheduled and certificated airlines are 
the most significant branch of civil 
air transport operations. 


Growth of Airline Traffic 
Rapid expansion has characterized 


regular airline operation in recent years. 
Operating revenues of domestic airlines 
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increased from $76,864,000 in 1940 to 
$835,423,000 for the 1952 calendar 
year, an increase of 987 percent. Do-— 
mestic revenue passenger-miles flown 
went up by a slightly higher percentage 
during the same period to a total of 
12.6 billion for 1952.° Express and 
freight ton-mileage has witnessed the 
greatest percentage increase since 1940, 
approximately 4,500 percent. 


On a comparative basis with other 
transportation, 1952 do-_ 


“first class” 
mestic airline passenger-miles exceeded 


Pullman car passenger-miles by 33 per-' | 
cent. It should be noted, however, that © 


the “first class” travel market as a 
whole has been declining since World 


War II and that the airlines are fur- 


nishing an increasing proportion of a — 
declining total market. One reason for 


the increasing popularity of airline 
travel has been the relatively station- 


ary average passenger fare in a period | 


of generally rising prices. 


The development of the air coach | 


has been a major factor in the con- 
tinued expansion of air transportation. 


This branch of the industry increased 
from 13 percent of total trunk line busi- 


ness’ in: 1951 to 19 percenteforei9a7 
and now involves 10 percent of all 
revenue passengers. The load factor on 


the coaches is 80 percent compared | 


with 65 percent for “first class” 
ations. 


°In 1945, the Civil Aeronautics Adminis- 
tration forecast 20 million domestic airline 
passengers and 11.5 billion passenger-miles 
for 1955. Both figures were exceeded in 1951 
and 1952. The new estimate is 40 million 
passengers by 1960, a doubling during this 
decade. See Wilfred Carsel and Jesse Stern- 
berger, “The Boom in Airline Passenger 
Traffic,’ Current Economic Comment, 14: 
26-30; February, 1952. 


oper- — 
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Airline Financial and Operating 
Statistics 

With the rapid expansion in pas- 
senger travel by air the financial condi- 
tion of the domestic trunk lines has 
greatly improved. For 1952, they had 
total operating revenues of $768,015,- 
000 and a profit after taxes of $46,632,- 
000, or 6.2 percent, on a total invest- 
ment of $750,000,000. All but three of 
the small lines made a profit during this 
period. Except for the continuing sub- 
sidy provided by publicly-owned air- 
ports and the Federal Airways System, 
the long-distance trunk lines are now 
virtually self-supporting. Their air mail 
‘subsidies are only nominal as illustrated 
by the fact that the gross mail revenue 
for the four largest companies is less 
than fifty cents per ton-mile. 

Trunk line operation is dominated 
by the big four: American, United, 
TWA, and Eastern, which have three- 
fourths of the investment and produce 
71 percent of the gross operating 
revenues. 

The more recently developed local 
service lines have not been so successful 
in obtaining a large volume of pas- 
senger traffic. They have an average 
passenger haul of less than two hun- 
dred miles, with operating expenses 
per revenue ton-mile which are twice 
as high as the longer-haul carriers, yet 
they charge approximately the same 
average per mile passenger fare. The 
balance is made up on United States 
mail shipments, which constituted ap- 
proximately 50 percent of their oper- 
ating revenues for 1952. On these mail 
shipments receipts per ton-mile vary 
among the different carriers from a low 
of $4.28 to a high of $267.30, with an 
average of about $25.00. This com- 


pares with an average figure of less 
than $1.00 for all the trunk lines. 

Although passenger traffic is steadily 
increasing for these carriers, it is to 
be anticipated that the local service 
lines will require continued and sub- 
stantial mail subsidies for an indefinite 
period. Their total 1952 operating reve- 
nues were $40,915,000, with a loss 
(after taxes) of $1,353,000 on their 
$24,500,000 investment. 

A factor complicating future im- 
provement in the earnings position of 
the scheduled airlines is appearing. At a 
few of the larger terminals, like Chi- 
cago Midway, which are utilized prin- 
cipally, in point of traffic volume, by 
the trunk lines, landing and other fees 
are likely to be increased to cover a 
larger proportion of the costs of con- 
struction and operation of those facili- 
ties. This was done recently in New 
York City and will have the effect of 
reducing trunk line profits, but will not 
eliminate them. The local service lines, 
however, are still having financial diffi- 
culties and will be more adversely af- 
fected by such increases. This will be 
especially true if increased fees are 
applied by airports in the intermediate 
service-area communities served pri- 
marily by these feeder lines. 


Airlines in Illinois 

Airlines maintain their operations, 
and the statistics pertaining thereto, 
on a national or regional rather than 
on a state-wide basis. It is possible, 
therefore, to obtain only partial figures 
with respect to the extent and signifi- 
cance of airlines in the state of Illinois. 
Thirteen of the 15 domestic trunk lines, 
one Canadian line, two of the four all- 
cargo freight carriers, and three of the 
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18 local service lines operated in the 
state during 1952. This business was 
concentrated at the Chicago Midway 
Airport, which was used by all the 
carriers except one all-cargo carrier 
which uses O’Hare Field as the regular 
base of its operations in the state. 
Moline, Peoria, and Quincy are each 
served by two trunk lines and one local 
service line. Rockford and Springfield 
are served by one line of each type. 
Other cities reached by a single local 
service line in the first part of 1953 
were Alton, Champaign, Danville, and 
Decatur; but this same carrier plans 
further extension of its service in the 
state. 


Significance of Midway Airport 

Since Chicago Midway is the primary 
airport used by the airlines in Illinois, 
its past growth provides a primary in- 
dication of the expansion of air oper- 
ations in this state. The number of 
regularly scheduled planes landing at 
the airport in 1952 was 101,545, an in- 
crease of 536 percent over the number 
of such landings in 1939. Total arriving 
and departing passengers numbered 
5,488,549 for 1952, thirteen times the 
number reported for 1939. The average 
passenger load has increased from less 
than eleven to approximately twenty- 
seven. 

Activity of the airlines at Midway 
follows a seasonal pattern. Landings 
numbered 7,396 in February, 1952, and 
increased to a peak of 9,419 in August, 
after which they tapered off moder- 
ately for the remainder of the year. 
Passengers arriving at the airport in- 
creased from a low of 162,355 in 
February to a high point of 271,913 in 
October. Plane landings and departures 


| 
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for the year represented an increase of | 
28 percent over 1950, whereas the num-: 
ber of passengers increased 56.7 per-. 
cent; this was slightly greater than the: 
national average for passenger increase... 

Records at the airport show that: 
23,584 tons of express and 11,315 tons; 
of air mail were handled in 1952. Air’ 
mail helicopter service served more: 
than 25 landing areas in the surround-. 
ing territory. More than three and | 
one-half million visitors were recorded. 
In addition to the activity of the regu=' 
larly scheduled airlines, the airport had 
46,166 other plane landings and 45, 759) 
take-offs during the year. These in-) 
volved 230,227 arriving passengers and| 
226,662 departures. Although methods} 
of measurement vary, this airport is} 
reputed to have a higher volume of! 
air activity than any other in the: 
United States. | 


Airline Station Data 

One trunk line has its main office: 
located in Illinois, at Chicago, but none: 
of the scheduled airlines use the air-. 
ports of the state as primary mainte-; 
nance bases for their flight equipment. | 
Certain operating data could be ob-. 
tained for Chicago, however, which in- : 
dicate the importance of this business, 
to the state. Based on 1952 figures, the | 
airlines employ 5,600 persons in Chi-. 
cago, with a total payroll in excess of | 
$20 million and gross ticket sales of | 
$57.5 million (an increase of 52 per-) 
cent over 1950). Actual plane depar-: 
tures in scheduled service were 95,205. 
in number, with 2,225,000 revenue pas- 
sengers embarking. Approximately. 
56,000 tons of mail, express, and 
freight were enplaned during the year 
(a decrease of 11,000 tons compared 
with 1950). 
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_ Gross airline investment in facilities 
within the state of Illinois amounted to 
$15,670,899 at December 31, 1950, with 
a net investment of slightly less than 
$11 million. A large proportion of this 
investment was made on land owned 
by the city of Chicago with title to the 
buildings and improvements reverting 
to the city at the end of the land-lease 
period. 

Statistics of activity and investment 
“show clearly the dominant place of 
Chicago and the relatively less impor- 
tant position of the remainder of the 
state. Although air operations outside 
the city have become more important 
each year they will continue to be small 
by comparison. 


Irregular Carriers 


The irregular, or non-scheduled, air- 
carriers are classified into two cate- 
gories, depending on the size of aircraft 
employed. 


Air Taxi Operators 

The small irregular carrier is called 
an “air taxi operator” and his equip- 
ment is limited to a per-unit maximum 
take-off weight of 12,500 pounds. 

Although the number of these’ op- 
erators exceeds 2,000 for the whole 
country, their operations are only 2 
percent of the revenue plane mileage of 
the certified domestic trunk and local 
service air carriers. The small irregular 
carriers are employed mainly for special 
charter trips at off-line points and for 
emergency service. This latter type of 
business ranges from very sporadic 
operations to those fairly well organized 
and promoted. Within the definitive 
policies of the Civil Aeronautics Board, 
it is supplementary to, rather than 
competitive with, the certificated sched- 


uled airlines, and passengers are often 
carried to airline terminals. 

Most of these carriers are an integral 
part of fixed-base operations. However, 
their charter activity is but a relatively 
small and incidental part of such oper- 
ations. No information has been pub- 
lished by the Civil Aeronautics Board 
as to the total business conducted by 
the small irregular carriers, and they 
are no longer required to file either 
operational or financial data with, or to 
obtain Letters of Registration from, 
that agency. 

There are approximately 90 small 
irregular carriers registered in Illinois; 
all but half a dozen of these are also 
fixed-base operators. The total volume 
of this business, though important, is 
very limited, as illustrated by the fact 
that total small-plane rental and charter 
for all the fixed-base operators in the 
state does not exceed $150,000 a year. 


Large Irregular Carriers 

The large irregular carriers include 
those noncertificated aircraft operators 
utilizing aircraft with a maximum take- 
off weight in excess of 12,500 pounds 
for any one unit. 

This category of carrier includes any 
such company engaged in air transpor- 
tation which does not hold a certificate 
of public convenience and necessity 
under Section 401 of the Civil Aero- 
nautics Act of 1938, as amended, and 
“does not operate, or hold out to the 
public expressly or by course of conduct 
that it operates, one or more aircraft 
between designated points, or within a 
designated point, regularly or with a 
reasonable degree of regularity, upon 
which aircraft it accepts for transporta- 
tion, for compensation or hire, such 
members of the public as apply therefor 
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or such property as the public offers. 
No air carrier shall be deemed to be an 
irregular air carrier unless the air trans- 
portation services offered and_per- 
formed by it are of such infrequency 
as to preclude an implication of a uni- 
form pattern or normal consistence of 
operation between, or within, such 
designated points.” 

In addition to 22 regularly scheduled 
airlines which hold letters of registra- 
tion to operate large aircraft on a 
non-scheduled basis there were also 62 
large irregular carriers as. of January, 
1953. Distribution of large aircraft 
among these companies indicates that 
two-thirds of the firms have only one or 
two airplanes each, and employ one- 
third of the total planes. Significant use 
is made of leasing arrangements by 
these carriers, which own in aggregate 
no more than 35 percent of their 
aircraft. 

Operations of the large irregular 
carriers are not only more extensive 
than those of the small irregulars but 
they are more nearly competitive with 
the certificated scheduled airlines. Evi- 
dence of their competitive significance 
is found in their volume of passenger 
traffic. Although the number of pas- 
sengers they carried was less. than 3 
percent of total, passengers, these car- 
riers accounted for more than 7 percent 
of the passenger miles in 1952. When 
compared directly with the domestic 
trunk lines the large irregulars do about 
10 percent as much business, and in 
air coach travel and the special geo- 
graphic areas of their concentration a 
considerably higher percentage. The 
significance and vigor of this passenger 
competition are illustrated by a com- 
parison of fares charged. Average pas- 


senger-mile receipts are 5’2 cents for: 
the regularly scheduled domestic air-' 
lines but only 3% cents for the irregular: 
carriers. Even the air-coach and special 
rates of the regular operators are higher} 
than this latter figure. 

One of the features required by the: 
Civil Aeronautics Board for irregular} 
carriers is irregularity — that is, no set: 
schedule — and yet they cannot survive? 


with only a casual and haphazard use’ 
of their large aircraft. In spite of the: 
rules established, collective regularity of 
service is obtained at such airports ab) 
Midway in Chicago —at least suffi-. 
cient regularity to permit the 
pendent” 


“inde-: 
ticket agencies representing} 
the irregulars to advertise in the classi-- 
fied telephone directories and by other’ 
media in Chicago and the outlying; 
cities. Well-supported allegations have’ 
been made to the effect that passengers} 
are told that no more than a short) 
delay is necessary and that it is feasible’ 
to wait for the planes and make 
ular” 


“reg- | 
trips using the facilities of the: 
irregular carriers — at lower cost. 


Legal Status of Irregular Carriers 


Future operations of the large irregu-: 
lar carriers are directly dependent on; 
the enforcement of CAB Economic 
Regulation 159, adopted March 2,,| 
1951, which provides a specific limita- 
tion on the number of trips which an: 
irregular carrier can make between any. 
two points. For example, no one com- 
pany could have more than three trips 
each way between New York and Chi- 
cago during any four-week period. Such 
a limitation would undoubtedly cur- 
tail the number and the volume of 
irregular operations; but application of 
the amendment has been postponed 
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several times by the CAB because of 
opposition from the non-scheduled op- 
erators and their securing an injunc- 
tion. The hearings on this matter have 
not yet been completed. 

Perhaps the Civil Aeronautics Board 
will finally conclude that it is desirable 
to maintain some of this competition; 
but if this solution is reached, it should 
be on a basis which enforces legitimate 
operation according to established rules. 
Allowing the irregular carriers to oper- 
ate, while trying to limit their regu- 
larity to a point of inevitable unprofit- 
ability, will cause endless difficulties and 
continued chaos. 


Large Irregular Carriers in Illinois 

Only one large irregular carrier is 
based in Illinois, and its operations are 
part of fixed-base activity furnished to 
other irregular carriers landing at the 
Chicago Midway Airport. Since the 
other irregular carriers are not based 
in the state, it is impossible to ascertain 
directly any financial data with respect 
to their investment or station operations 
therein. The irregular carriers are pre- 
cluded from maintaining their own 
ticket offices because their activity is 
‘supposed to be intermittent, and the 
sale of their tickets in Chicago is con- 
centrated in the hands of legally “in- 
dependent” brokers in the Old Ter- 
minal Building at Midway Airport and 
in the Loop area.® 

Information on the activity of the 
large irregular carriers in Illinois is 
therefore pretty much limited to sta- 


°The ticket agencies are required to set 
forth their own assets and liabilities, the 
names of company officers, and a list of the 
companies they serve, as part of their “Ap- 
plication for Permit,” filed with the Bureau 
of Airports of the city of Chicago. 


tistics of landings and _take-offs of 
planes and passengers at Midway, the 
only airport in the state which lands a 
significant number of such planes. This 
airport is served at various intervals 
by approximately 30 of the large irregu- 
lar carriers, although only a dozen of 
them made more than a few landings. 
The majority of these companies serv- 
ing Chicago specialize in passenger serv- 
ice and the amount of freight which 
they bring in is relatively insignificant. 


Irregular Carrier Operation at Midway 
Airport 

During 1952 a total of 5,241 large 
irregulars carrying 200,378 passengers 
arrived at Midway Airport, and the de- 
parting planes numbered 5,091 with 
197,484 passengers. An average of 38.2 
passengers came in on each plane and 
38.8 departed on each flight. The sea- 
sonal character of this business is illus- 
trated by the fact that plane arrivals 
varied from a low of 301 in February 
to a high of 590 in August, and pas- 
senger arrivals varied from 11,306 to 
23,153 as between those two months. 
Departures showed a similar variation. 
This seasonality of operation by the ir- 
regular carriers is one of the factors 
accounting for their ability to maintain 
a much higher number of passengers 
per plane in use than do the scheduled 
airlines. 

A comparison between the volume of 
irregular air operations at Midway with 
those of the regular carriers indicates 
the relatively small but increasing sig- 
nificance of competition from the non- 
scheduled operators. Separate data on 
the large irregulars were not main- 
tained for 1949 or prior years, but the 
total number of passengers landed in 
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that year by other than the regular 
airlines was less than half the number 
of such arrivals in 1950.* The passenger 
business for 1952 represented an in- 
crease of 63 percent over that of 1950. 
Most of this increase came in 1951, 
however, with 1952 recording a rela- 
tively small addition. 


The Aviation Outlook 


All segments of the air transportation 
industry have made very large advances 
during the past decade. Aviation is now 
a big business. It is to be anticipated 
that the expansion of regularly sched- 
uled passenger traffic will continue and 
that it will be extended gradually to an 
increased number of smaller cities and 
towns. Major airline activity, however, 
will still be concentrated at the larger 
airports which are in or near the metro- 
politan areas. The regularly scheduled 
and certificated airlines have proved to 
be the most active and financially the 
most successful branch of aviation. 


“The recency of development of this pas- 
senger service is indicated by the following 
statement in the 1948 edition of the CAA 
Statistical Handbook of Civil Aviation: 
“Although the noncertificated carriers haul 
both passengers and freight, they never suc- 
ceeded in making more than minor inroads 
into the passenger traffic of the ‘scheduled 
airlines.” 


| 
| 
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The large irregular, or non-sched- 
uled, carriers have been a postwar: 
development which began in the field 
of freight transportation and then, late: 
in 1949, became important in passenger: 
traffic. They have provided low-fare 
transportation and have had an influ- 
ence in developing the air coach and 
special rates of the certificated sched- 
uled airlines. But their future position 
depends upon CAB rulings and final 
court determinations. 

If a long-run view is taken of non- 
airline aviation, that phase of the in+ 
dustry has also advanced greatly over 
the prewar level, even considering the 
reduced current volume of pilot train- 
ing. Now that the postwar boom is over, 
a steady advance in this activity may be 
expected, with special increases in utili-. 


zation of aircraft by business firms, 
executives, and aerial applicators. 

The financial future of many indi-. 
vidual companies in the aviation field 
remains uncertain, just as was the case 
in the early days of the automobile. 
New financing, combinations, mergers, 
failures, and liquidations will be evi- 
dent. But the aviation industry will con-- 
tinue its present trend toward becom-. 
ing a more significant and vital part of] 
the transportation system. 
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BETWEEN 1945 and 1951 aggregate eco- 
nomic activity as measured by con- 
sumption, investment, and national 
income steadily increased. It is gener- 
ally believed that the position of the 
individual consumer continuously im- 
proved during this period and that ex- 
panding income enabled him, through 
purchases of goods and services, more 
fully to satisfy his needs and desires. 
Before this or any other conclusion can 
be drawn, however, it is necessary to 
consider a number of factors that affect 
the consumer’s saving and expenditure 
pattern. Not only are changes in money 
income important, but so also are 
changes in prices, in population, in tax- 
ation, in the amounts and proportions 
of liquid and nonliquid assets held, and 
in the amount and kind of credit avail- 
able. In the discussion that follows, 
these factors are examined in order to 
clarify changes in the consumer’s posi- 
tion and to permit a more accurate 
judgment of whether his situation has 
improved. 


Income and the Pattern 
of Expenditure 


In Current Dollars 
The broadest view of the status of 
the consumer in the postwar period is 


* The co-author holds a master’s degree 
in home economics and is currently engaged 
in full-time study for a Ph.D. in home eco- 
nomics at New York University. 


shown by the gross statistics in Table I. 
Aside from moderate declines during 
the 1948-49 recession, personal and dis- 
posable income increased steadily. The 
difference between personal and dis- 
posable income is accounted for by per- 
sonal tax and nontax liabilities, a gap 
which widened continuously. Federal 
personal income taxes are an important 
portion of these taxes. The personal 
income tax rates were lowered in 1948 
from the 1945 level, but the increases 
in 1950 and 1951 carried the rates to 
a level above the war year 1945.1 Other 
taxes, such as excise and sales taxes, 
also increased during the postwar years. 
In conjunction with personal income 
taxes, these increases contributed sig- 
nificantly to the $29.1 billion of taxes 
paid during 1951 as compared with the 
$20.8 billion paid during 1945. In all 
years from 1945 to 1951, about 12 per- 
cent of personal income was taken as 
taxes by different governmental units. 
Despite the growth in the absolute 
amount of taxes paid, personal con- 
sumption expenditures increased con- 


1The 1948 tax cuts were favorable to the 
lower-income groups in that their tax liabili- 
ties were cut by the largest percentages, 
whereas the amounts paid by higher-income 
groups were cut by progressively smaller 
percentages. The increased tax payments of 
1950 and 1951 reinstated the 1945 levels in 
a slightly reversed direction — higher tax in- 
creases were imposed upon the lower-income 
levels and smaller increases in tax payments 
upon higher incomes. 
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tinuously during the postwar period. 
Expenditures for durable, nondurable, 
and service consumption increased, 
with only a slight decline of expendi- 
tures for nondurables in the 1948-49 
recession and for durables from 1950 to 
1951. However, the pattern of allocat- 
ing expenditures among these categories 
shifted greatly. Table I shows a steady 
decline in the percentage of total in- 
come spent for nondurables and a 
constant increase in the percentage for 
durables until 1950. Part of this shift 
was due to the depletion of durable 
goods during the thirties, the war, and 
one postwar year. Anticipatory spend- 
ing accelerated the purchase of durables 
and semi-durables when buying sprees 
developed after the Korean outbreak 
in 1950. Although 1951 opened with a 
buying wave, no shortages developed on 
any substantial scale. Well-stocked con- 
sumers withdrew from the market while 
others resisted price increases and post- 
poned marginal purchases. 

When the durable, nondurable, and 
service categories of consumption ex- 
penditures are broken down, greater 
detail is available for studying changes 
in consumption patterns.” The absolute 
amount spent on each subgroup in- 
creased. As percentages of total con- 
sumption expenditures, food and _ to- 
bacco, clothing and accessories and 
jewelry, and personal care expenditures, 
all of which are nondurables, declined 
throughout the period. Major expendi- 
tures for durables, such as housing, 
housing operations, and transportation, 
rose constantly. While the expenditures 


?Components in Department of Com- 
merce, 1951 National Income Supplement, 
pp. 192-199 (1945-48); Survey of Current 
Business, July, 1952, pp. 24-25 (1949-51). 


for aggregate services rose from 1945 to 
1951, its components behaved diversely. 
Medical care and personal business 
costs rose along with education expendi- 
tures whereas expenditures for religious 
and welfare activities and foreign travel 
declined. 

The shift toward durables can be 
attributed to many factors. Part of the 
shift was made possible by allocating 
a larger portion of current income to 
consumption (Table I, col. 12) as well 
as by a greater use of consumer credit, 
by liquidating other assets, and by re- 
ducing the proportion of income saved. 
Whereas $28.0 billion of savings had 
been set aside by consumers in 1945, 
savings fluctuated about lower levels 
after that war year. By 1951 they were 
$17.0 billion, a decline of 39 percent 
from 1945. When the increases in con- 
sumer credit and liquidated assets are 
considered, the annual percentages of 
disposable income saved are less than 
those in Table I (100 percent minus 
percentage shown in column 12). 
Whereas only 81.5 percent of disposable 
income was spent for consumption 
when savings were highest, 92.4 percent 
was spent on consumption in 1951, 
when asset liquidation and consumer 
credit had reached levels far above 
1945. 


After Adjustments for Price and 
Population Changes 

Consumer expenditures were neces- 
sarily larger, also, because consumer 
prices increased throughout the postwar 
period. As a group, consumers are 
especially sensitive to the effects of 
price changes upon their financial posi- 
tions and consumption expenditures. 
The changes in income and expendi- 


38 CURRENT ECONOMIC COMMENT 


tures have to be compared with price 
changes to determine the changes in 
the real position of the consumer, under 
the assumption of constant consump- 
tion allocation patterns. The largest 
price increases occurred in food, fol- 
lowed by housefurnishings, apparel, and 
rent.? The shift away from the nondur- 
able commodities of food and apparel 
is partially explained by the relatively 
large increases in their prices compared 
with the prices of durables, upon which 
consumers spent a growing proportion 
of their income. 

A complete picture of consumption 
expenditures requires an adjustment for 
price changes. For example, from 1945 
to 1951 expenditures for food increased 
by 61 percent, and food prices by 63 
percent. The price increase for food 
outran the expenditures for food, re- 
sulting in a decline in the quantity of 
food purchased. But a price adjust- 
ment alone is insufficient. At the same 
time that prices and expenditures were 
changing, population was changing. 
Disregarding the changes in the com- 
position of population, the consump- 
tion of food adjusted for population is 
shown in Chart 1. When contrasted 
with per capita consumption in money 
terms, the difference is pronounced. 
For all consumption, the per capita 
expenditure in current dollars grew 
steadily from 1945 to 1951, increasing 
by 53 percent. The per capita real con- 
sumption expenditure was $726 in 1951 
compared with $684 in 1945, an in- 
crease of 6 percent. Accompanying this 
moderate increase was a 39 percent 
decline in consumer allocation for say- 


ings, a shift from the consumption of 


* Monthly Labor 
1952, p. 359. 


Review, September, 


nondurables to durables, some liquida- 
tion of consumer assets, and an ex- 
pansion of consumer credit. When the 
subgroups of consumption were ad- 
justed for price changes, all the absolute 
increases were smaller and all the de- 
clines were magnified, since the aver- 
age increase in over-all real consump- 


tion expenditure per capita during the ~ 


postwar years was only 6 percent. 


Consumer Savings and Assets 


An important part of the slight in- | 
crease in consumption expenditures was ! 


due to the depletion of consumer sav- 
ings and assets. Savings are the differ- 
ence between income and expenditure, 
and the accretion of this part of net 
worth varies directly with income. The 
volume and pattern of savings also are 
influenced by the desire for security, 
changes of income, the period in the 
life cycle, the level and changes of tax 
and interest rates, the incidence of 
unusual expenditures, and_ socio-cul- 
tural factors. Consumers are classified 
as savers, dissavers, or (where income 
equals expenditures) zero savers. The 
incomes of zero savers are too small for 
the accumulation of savings and assets, 
as well as for incurring any substantial 
amount of debt. 

Savings may be held either in the 
form of liquid or nonliquid assets. 
Preference for one or the other of these 
forms varies with the income level. 
Despite the fact that liquid asset own- 
ership varies directly with income level, 
liquidation of such assets varies in- 
versely with income. 

A broad view of the changes in as- 
sets is shown in Table II. All nonliquid 
assets increased, aside from a slight de- 
cline in nonfarm dwellings in 1949 and 
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Chart 1. Total and Food Consumption Expenditures Per Capita 


DOLLARS PER CAPITA 
1400 


TOTAL CONSUMPTION EXPENDITURES 


1200 


1000 


800 


600 


“CURRENT DOLLARS 


ae Na TANT, DOLLARS 


a I ee aa ei 


FOOD CONSUMPTION EXPENDITURES 


400 


200 


1945 1946 1947 


Sources: 


1948 


\cuRRENT DOLLARS 


— yo CONSTANT DOLLARS 


1949 1950 1951 


Department of Commerce, 1951 National Income Supplement, pp. 192-193 


and 198-199 (1945-48); Survey of Current Business, July, 1952, pp. 25-26 (1949-51). 
Adjustments based on Bureau of Labor Statistics price indexes and Bureau of the Census 


population estimates. 


the decline of nonfarm dwellings and 
other consumer goods in 1951. Non- 
liquid assets represented an increasing 
proportion of total gross savings while 
liquid assets represented a constantly 
declining share of gross savings. The 
counterbalancing movement or trans- 
ference of assets from liquid to non- 
liquid form is explained by a shift in 
consumer preferences, the spending of 
a higher proportion of current income, 
and by dissaving a larger proportion of 
prospective income. Except for invest- 
ments in savings and loan associations 
and private insurance, virtually all 


liquid assets in Table II became less 
important during the period. Even for 
these exceptions, increases were not 
comparable with increases in income 
and were largely offset by the diminu- 
tion in other liquid assets. The pattern 
for 1951 differed from that for 1945- 
50, when all liquid assets, aside from 
government bonds, increased and all 
nonliquid assets decreased. 


Liquid Assets 


A comparison of sales and redemp- 
tions of Series E, F, and G bonds indi- 
cates they were liquidated in growing 
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Table II. Saving by Individuals, 1945-51 
(Billions of dollars) 


Type of saving (1945 


1946 1947 1948 1949 1950 1951 


Liquid saving f 
urrency and bank deposits........-+++.+-+- 
Savings and loan associations.........++.+++- 
PSULAMCE Ne leke tai tisiace yal wie ten @ Giole rel sr chonazanel saetele 
PPLIVAatenien aa neler teteierreeareNategertia «fat -caseatletalel 
Government sen snickers > serie ete 
Cig t'ghi (soy solo oe aon om Scone eon mer ueno dS 
Wasa savings bonds... 6 cack. esis sense 
Other U. S. government.............-.-.- 
State and local government............---- 
Corporate and other.............5++-2-+05 
Liquidation of mortgage debt.........-..---- 
Liquidation of other debt®.............----+- 


ro 
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Hatalliquid savingete silence ee ores 


Nonliquid saving 
INonfanmd wellings:. 3)... cic tin sate ee sels a 
@ther consumers” durables... . 2... eee ees 
AUotal gross) SAVING. ere veie o/s) ohio rele elm ees einai 


sa] oS 
Sh) | Cae ee 
by | Now 


Liquid saving as percentage of gross saving....... 


10.6 2.0 iG —13) 4.2 5.8 
\herd 1,2 1.2 15 IS 45 
7.0 Ties deo: 6.1 re 8.0 
3.4 3.6 Sed) Sad 3-9 4:2 
3.5 3.5 3.6 23 1.3. 3.8 
0.9 3.6 3-2 2.8 0.7 oo 
0.9 1.8 Zeal iS 0.6 —0.4 
—O:4 0.5 =o —0.4 —is —0.2 
—Ouz 0.4 V1 0.6 0.5 0.8 

0.7 0.9 1.5 1.1 1.2 3.3 
Sel) S058) ees —3.8 —7.0 —6:4 
—3.3 —3.4 —2:5 —2.3 aaa a 

12.6 6.0 2.8 aoe 1.5 12.7 
4.1 6.2 8.5 8.1 12.6 11.5 

16.6 21.4 2220 23.9 29.2 26.8 

Sek 33.5 34.1 4.9 43.2 51.0 

37.7 17.9 8.2 3.5 24.9 


Source: Securities and Exchange Commission, Volume and Composition of Individuals’ Saving, Release No. 1131. 
Data include personal holdings, savings of unincorporated businesses, trust and pension funds, and nonprofit institutions, 


and are not comparable with those presented in Table I. 


@ Largely attributable to purchases of automobiles and other durable consumers’ goods. 


amounts while serving as a less desirable 
form of saving. Maturity of the bonds 
does not explain the disproportion in 
sales and redemptions since Series E 
first began to mature in May, 1951. 
Series F and G will not begin to mature 
until May, 1953. The decline in sales 
occurred alongside an increase in re- 
demptions. The gap widened constantly 
until 1951, when the excess of redemp- 
tions was almost a billion dollars. Series 
E bonds alone behaved in the same 
way, probably because they are such an 
important percentage of the total.4 
Table II shows that a declining pro- 
portion of income was being deposited 
in banks and a slightly increasing share 
in savings and loan associations. About 
one-third of all time deposits, the type 
owned by consumers, are held by mu- 
tual savings banks. They increased con- 
tinuously throughout the postwar years 


“Secretary of Treasury, Annual Report 
for 1951, pp. 801-802. 


at a declining rate.° The ratio of 
mutual bank deposits to personal in- 
come declined from 1945 to 1951. Sav- 
ings deposits did not keep pace with the 
growth of economic activity, the expan- 
sion of personal income, or the declin- 
ing value of the dollar. Higher interest 
rates probably did not attract the un- 
deposited money of consumers, as is” 
evidenced in part by the decline in the 
sales of higher interest bearing govern- 
ment bonds. Deposits in the Postal 
Savings System, a second type of de- 
posits of the lower-income groups, 
declined steadily after 1947, and in 
1951 reached a level 8 percent below 
that of 1945. 

The purchases of ordinary insurance 
increased continuously from 1945 to 
1951. Industrial insurance purchases in- 
creased at a declining rate in the latter 
part of this period, far behind the 


° Cf. Federal Reserve Bulletin, July, 1952, 
pails 
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growth of personal income; group in- 
surance increased until 1950, when it 
dropped sharply. The lapse and sur- 
render ratios for ordinary and indus- 
trial policies increased greatly, and 
reached excessively high levels for a 
period of expanding income and eco- 
nomic activity. Policy loans rose steadily 
in the postwar period and increased by 
32 percent from 1945 to 1951. 


Nonliquid Assets 

About two-thirds of total consumer 
credit outstanding reflects the incurred 
indebtedness on nonfarm homes, with 
most of the remainder accounted for by 
other consumer durables. Table IT illus- 
trates the growth of aggregate mortgage 
indebtedness. When classified by finan- 
cial institution granting mortgages, the 
picture is the same.’ When consumers 
bought houses, a long-term debt was in- 
curred at highly inflated prices and at 
high interest rates, in terms of real 
income, with the result that the drain 
upon the proportion of expenditures for 
housing increased with the passage of 
time. This is partly evident in the grow- 
ing proportion of expenditures devoted 
to housing and household operations. 
The increase is also explained by the 
increase in the number of households 
after the war and the change in housing 
consumption. The slight decline to- 
ward the end of the 1945-51 period 
in the increasing rate of mortgage loans 
was due to many factors. These include 
price rises, filling of backlog orders so 
that consumers were better stocked, the 
defense program, and Regulation X 


®Institute of Life Insurance, Life Insur- 
ance Fact Book, 1950, pp. 39-40; 1951, 
pp. 42-43; and 1952, p. 40. 

7 Federal Reserve Bulletin, July, 1952, p. 
817. Basic data published in annual reports 
of Housing and Home Finance Agency. 


promulgated by the Federal Reserve 
Board in 1950. All these had a retard- 
ing effect upon the purchase of homes 
and mortgage loans. 


Consumer Credit 


Consumption is supported by the 
allocation of past, current, and future 
income. When savings are liquidated 
for allocation, the consumer is dissaving 
and using past income. Current income 
affects consumption by the manner in 
which it is apportioned between spend- 
ing or saving and between past or fu- 
ture consumption. A third source of 
consumption expenditure arises by put- 
ting liens upon future income, repre- 
sented by consumer credit. A mortgage 
loan is an example of a long-term 
credit. The two major types of short- 
term credit used by consumers are the 
charge account and the installment 
purchase. About one-third of all retail 
trade is carried on by vendor credit, of 
which two-thirds represents installment 
credit and one-sixth charge accounts. 


Installment Credit 

The propensity to use installment 
credit varies with income, occupation, 
family size, commodity, and com- 
munity. During the postwar period all 
institutions extending credit had large 
and continuous growths in their vol- 
umes of installment credit loans.* The 
relative increases in installment loans 
were far ahead of increases in income. 
The composite picture of such loans 
and other credit outstanding illustrates 
that this form of consumer credit be- 
came a major factor in total consump- 
tion expenditure. In 1945 consumer 
credit had a ratio of .04 to disposable 


5 Federal Reserve Bulletin, July, 1952, pp. 
826-827. 
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Table III. Consumer Credit Outstanding, 1945-51 
(Millions of dollars) 


Item 1945 1946 

Total consumer credit................. 5,627 8,677 
Tastallment crediGar es. <1 ters tana 2,364 4,000 
Saletcrediticcaetar cite saan. te ane 942 1,648 
‘Automobile dealers.i) 200-5 clues 227 544 
Dept. stores and mail-order houses.. 198 337 
Parsitine StOLes erates | fey a pene 296 386 
Household appliance stores....... 51 118 
Other retail stores ..).... 20252 sacs 170 263 

TKO ANS Meese ne ee ee ee oe naieretentierne 1,422 2,352 
Noninstallment credit........-..<:.«..- 3,263 4,677 
@hargewaccounts)eetecr rls \ebear ce 1,981 3,054 
Single-payment loans.............- 510 749 
Serviee Credit ace sci) sya esreraieenn sc 772 874 


Source: Federal Reserve Bulletin, July, 1952, pp. 826-827. 


1947 1948 1949 1950 1951 
11,862 | 14,366 | 16,809 | 20,097 | 20,644 
6,434 8.600 | 10,890 | 13,459 | 13,510 
3,086 4,528 6,240 7,904 7,546 
1,151 1,961 3.144 4,126 4,039 
650 874 1,010 1,245 1,186 
587 750 935 1,029 971 
249 387 500 710 613 
449 556 651 794 737 
3,348 4,072 4,650 5,555 5,964 
5,428 5,766 5,919 6,638 7,134 
3.612 3,854 3,909 4,239 4,587 
896 949 1,018 1,332 1,436 
920 963 992 1,067 1111 


personal income and .20 to personal 
savings. Both these ratios grew regu- 
larly until 1951 when consumer credit 
was .09 to disposable personal income 
and 1.21 to personal saving. Actually, 
these ratios are understatements of out- 
standing installment loans because of 
the exclusion of various types of con- 
sumer credit. Despite these exclusions, 
consumer credit increased alongside the 
great liquidation of consumer assets, 
the growth in the proportion of current 
income spent, and the decline in the 
accumulation of liquid assets. 

The slackening in the increase of 
installment credit from 1950 to 1951, 
and the reversal in some types, is ex- 
plained by price increases, the filling of 
backlog orders for consumer durables, a 
shift in consumer allocations, and pres- 
sures upon consumption. The imposi- 
tion of selective credit controls also 
played a role. Regulation W, prescribed 
by the Federal Reserve Board under 
authority of the Defense Production 
Act of 1950, went into effect on Sep- 
tember 18, 1950, to regulate consumer 
credit. Table III presents a breakdown 
of retail credit. There was a reversal in 


f 
the direction of installment credit from. 
its 1945-50 direction precisely in those) 
areas in which selective credit controls | 
had been imposed. Credit controls, 
however, appeared to shift and change) 
the composition of consumer debt. All, 
types of sale credit which increased 
constantly from 1945 to 1950 declined 
from 1950 to 1951. An increase in in-| 
stallment loans completely offset the’ 
decline in sale credit, so that total 
installment credit outstanding increased 
slightly from 1950 to 1951. At the same, 
time, consumers increased their indebt-, 
edness through the use of noninstall- | 
ment credits, which are not greatly in- | 
fluenced by credit controls. All forms} 
of noninstallment credit increased from 
1950 to 1951, continuing their 1945-50} 
upward trend. Consumers continued to | 
finance their purchase of credit-con- | 
trolled goods by employing alternative 
sources of credit in addition to dissav- 
ing and spending a higher proportion | 
of current income. | 


Charge Account Credit 
Department store sales, which ac- 
count for a significant portion of total 
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Chart 2. Distribution of Department Store Sales 


PERCENT 
oof £ 


retail sales, can be used to illustrate the 
shift (see Table IV). With the excep- 
tion of the 1948-49 cyclical decline, 
department store sales rose steadily 
from 1945 to 1951. Cash sales declined 
from 1946 to 1950, when they changed 
direction, whereas installment sales in- 
creased to 1950, when they declined. 
Charge accounts, not greatly influenced 
by credit controls, increased from 1950 
to 1951, following their upward move- 
ment from 1945. The 12 percent in- 
crease from 1950 to 1951 in accounts 
receivable from the charge accounts of 
department stores also shows the shift 
away from controlled installment debt 
to a shorter-term, less effectively con- 
trolled credit.2 Even collections on 
charge accounts were lagging toward 
the end of the period. 

Chart 2 shows the shift graphically. 
While the percentage of cash sales 
declined from 1945 to 1950 and re- 
mained constant from 1950 to 1951, 


2 


* Ibid., p. 828. 
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Table IV. Index of Department Store 
Sales, 1945-51 


(1947-49 = 100 


Se 


Year Total | Cash Install- | Charge 

ment | account 
TO45 75 92 37) 59 
V946325S o: 93 105 56 84 
TOA Te aa 99 103 85 95 
19485 ..... 103 103 105 104 
1940 aig eae. 98 94 110 101 
NOD eae 101 93 136 106 
OS Te ee 104 95 133 tell 


Source: Federal Reserve Bulletin, July, 1952, 
p. 828. 


and installment credit changed from 
an upward drift during the years 1945- 
50 to a decline from 1950 to 1951, 
charge account sales maintained their 
upward movement from 1945 to the 


end of 1951. 


Summary 


The composite picture of the status 
of the consumer from 1945 to 1951 was 
not completely encouraging. While the 
gross aggregates of income and con- 
sumption in current dollars show large 
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increases, when adjusted for price and 
population changes they exhibit only a 
slight betterment of the consumer’s 
position. Even the slight betterment has 
to be discounted when it is recognized 
that it was achieved by a worsening of 
the financial position of the consumer 
without replenishment aside from the 
purchase of nonliquid assets. He was 
able to purchase a larger portion of 
durables by shifting away from non- 
durable consumption, cashing in such 
vital assets as savings bonds and insur- 
ance policies, and discounting the fu- 
ture by putting heavier liens upon his 
prospective income. Smaller parts of 
his income found their way into bank 
deposits, savings bonds, and insurance 
policies. A growing proportion of cur- 
rent earnings was devoted to meeting 
tax and price increases. With a diminu- 
tion in the proportion of liquid to total 
assets, the consumer incurred an ex- 
panded indebtedness for high-priced 
durables, and also allocated more of 
his income to them. Future income, 
already heavily burdened by long-term 
durable goods indebtedness, was also 
called upon to meet larger short-term 
loans and credits. When the consumer 
was faced with governmental regula- 
tions aimed at controlling and retarding 
the build-up of this indebtedness, he 
managed to circumvent and avoid the 
controls by changing the source and 
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composition of his indebtedness, as well 


as by changing the pattern of his con- 


sumption allocations. Thus the real 
status of the consumer did not keep. 


abreast of the expansion of other eco- 
nomic activities in the postwar period, 


and will probably decline to the ac-. 


companiment of dissaving, liens upon 
income, and spending a larger percent- 


age of current income in order to main-. 


tain or expand his consumption level. 


Qualitative factors further accentu- 
ate these factual inferences. Politico- 
cultural factors influence the pattern of 
consumption. In the configurative in-. 
come-saving-consumption structure of 
consumers after World War II, changes} 


occurred because of shifts in consumer 
preferences and needs. A crucial factor 
was the development of high standards 
of living, in actuality or aspiration, by 
consumers, a growing proportion of 
whom are familiar only with prosper- 
ous conditions. This development 


occurred alongside the growing uncer- : 
tainty of consumers about their expec- : 


tations for maintaining or achieving 
higher standards of living in the future. 
When quantitative factors are con- 


generally believed. 


sidered together with the growth of un-! 


certainty, and psycho-social factors are} 
weighed, it is evident that the status 
of the consumer in the postwar period| 
1945-51 has not improved to the extent} 
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Frederick W. Taylor: An Evaluation 


Henry H. ALBERS 


Assistant Professor of Industrial Economics, Iowa State College 


THIS ARTICLE evaluates the organiza- 
tional theories of Frederick W. Taylor 
in the light of recent discoveries in the 
field of human relations. Taylor’s phi- 
losophy of management has been an 
important pillar in American manage- 
ment thought during the past forty 
years. Its influence is still significant. 
Harlow S. Person, a leading Taylorite, 
evaluates Taylor’s contribution in the 
following words: 

The principles and the technique of ap- 
proach are universal, and in the quarter- 
century since Taylor’s death — even in the 
half century since he first explained the 
principles —- human ingenuity has discov- 
ered no system of management that is 
superior or equivalent. The contributions 
have been improvement of and additions 
to some detailed mechanisms.” 

Developments in the field of human 
relations indicate that something more 
than the “improvement of and addi- 
tions to some detailed mechanisms’’ is 
needed to make Taylorism an accept- 
_ able theory of management and organi- 
zation. 


Scientific Management 


The Taylor system of management, 
later termed scientific management,” 
had its genesis in the early 1880’s at the 
Midvale Steel Company. In reward for 


1H. S. Person, “The Development and 
Influence of Scientific Management,” Ad- 
vanced Management, October-December, 
1940, p. 188. 

* The term scientific management was first 
used during the Eastern Rate Case Hearings 
in 1910. 


Taylor’s success as a foreman, William 
Sellers, then president of Midvale, 
granted him money to conduct “scien- 
tific study of the time required to do 
various kinds of work.’’? A few years 
later Taylor conducted his famous pig 
iron handling experiment at the Beth- 
lehem Steel Company.* As a result of 
this study the number of yard laborers 
was reduced from an average of 500 
men to 140 men. The amount handled 
by each man increased almost fourfold. 
Average handling cost per ton was re- 
duced from 7.2 cents to 3.3 cents. After 
leaving Bethlehem in 1901, Taylor in- 
stalled his system in a number of other 
plants and wrote about his philosophy 
of. management.’ The development of 
scientific management was not the 
work of Taylor alone. Carl G. Barth, 
Henry L. Gantt, Harrington Emerson, 
and Frank B. Gilbreth must be placed 
high on the list of original contributors. 
The best known of these is probably 
Gilbreth, who conducted hundreds of 
motion studies and invented a number 
of motion study devices. 


* Frederick W. Taylor, The Principles of 
Scientific Management (New York: Harper 
and Brothers, 1911), p. 53. 

*Tbid., pp. 41-77. 

* Taylor also played an active part in a 
study of cutting metals. Thousands of ex- 
periments on this subject were conducted 
over a period of 26 years. Jbid., pp. 104-111. 
His principal publications were Principles of 
Scientific Management and Shop Manage- 
ment. In addition to the Bethlehem study, 
Taylor’s work at the Link Belt Company and 
the Tabor Manufacturing Company were 
outstanding examples of his technique. 
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Scientific management involves the 
use of experimental research to better 
utilize machines and manpower. Its aim 
is to conserve energy, time, space, and 
material. The immediate objectives are 
efficiency and higher productivity. Its 
ultimate development promised a true 
spirit of cooperation between manage- 
ment and workers. 

The engineering techniques that had 
given us the machines and technology 
of the industrial revolution were ap- 
plied to the men who operate the ma- 
chines. Workers were viewed as a unit 
of power that must be fitted into a 
complex of machines. They were re- 
quired to adapt to the changes neces- 
sitated by the goal of 
However, such conformity was not to 
be without reward. For his cooperation 
the worker was to receive a higher 
wage. The amount of work that he 
would have to do was to be measured 
by careful scientific investigation. Tay- 
lor believed that once the worker be- 
came aware of the great advantages of 
scientific management, he would ac- 
quire “a friendly mental attitude to- 
ward his employers and his whole 
working conditions, whereas before a 
considerable part of his time was spent 
in criticism, suspicious watchfulness, 
and sometimes im open warfare.’ This 
was the heritage that Frederick W. 
Taylor, the engineer, offered to the 
world. 


efficiency. 


The Taylor heritage has given us a 
high level of material well-being. It 
made possible the production miracle 
of Highland Park with its ten thousand 
Model T Fords per day. It gave the 
average American a standard of living 


* Taylor, Principles, pp. 143-144. 
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that surpasses the most opulent dreams _ 


of the kings of antiquity. It made us 


the arsenal of democracy in two world | 
wars. American management and work- | 


ers have reaped high rewards. But it 
did not promote the cooperation that 
Taylor so often promised.” 


The Problem of Adaptation 


Instead of promoting cooperation, 


scientific management made coopera-__ 


tion more difficult by forcing rapid 


adaptation to the constant flux of 
change initiated by the requirements of 
efficiency. These changes often led to | 


considerable labor unrest. The Ford 


Motor Company, an outstanding prac- — 


titioner of scientific management, ex- 


perienced a labor turnover of 380 | 
percent in 1913.8 An important reason | 
for this situation was the rapid change — 


dictated by technical considerations. 


Production processes were in a constant — 
state of flux. Workers were shifted from _ 


job to job at a moment’s notice. 

The constant changes in personal 
associations and the breaking up of 
social groupings by the demands of 
efficiency remove an important ingredi- 
ent of cooperation — social satisfaction 


"Forces outside the control of manage- 
ment could be blamed for the failure of 


scientific management to promote coopera- | 
tion. Trade unionism and involuntary un- | 
employment might be cited as examples. | 
Also, the failure to practice scientific man- | 


agement properly is often cited. The discus- | 


sion here is limited to an evaluation of 
Taylorism as a theory of organization. The 


} 
| 
| 
| 


point is that the Taylor system, even when | 


rigidly applied, will not promote coopera- 
tion. 

“Keith Sward, The Legend of Henry 
Ford (New York: Rinehart and Company, 
1948), p. 49. An excellent description of 
the Ford technology during its most dy- 
namic phase is found in Chapter 3. 


| 


in the work situation. These changes 
make difficult the development of 
social skills necessary for cooperation. 
The problem is to develop social and 
collaborative skill to compensate for 
and to balance our technical accom- 
plishments.° The organizational prob- 
lem is how to organize teamwork and 
sustained cooperation. The tremendous 
rate of change dictated by the demands 
of technology necessitates a continual 
reorganization of teamwork. The prob- 
lem involves human behavior and must 
be solved within a human framework. 
Scientific management does not provide 
the means to solve these problems. 


The Influence of Classical 


Economics 


The danger of an organizational 
theory founded upon questionable as- 
sumptions about human behavior be- 
comes evident if we recognize that 
every leader of organized activity bases 
his decisions and actions on an organi- 
zational theory.*° A leading business 
executive, Chester I. Barnard, laments 
the exaggerated position that economic 
motives have occupied in social and 


° These problems are discussed by Elton 
Mayo in The Social Problems of an Indus- 
trial Civilization, (Cambridge: Harvard 
University Press, 1945). They were also 
given careful scrutiny by leaders from man- 
agement, labor, government, and education 
at the Corning Conference in 1951. The 
report of this conference is found in Eugene 
Staley (ed.), Creating an Industrial Cuvili- 
zation (New Yorl:: Harper and Brothers, 
1952). 

” The importance of and the problems in- 
volved in developing a usable theory of 
organization are brought into focus by E. 
Wight Bakke in Organization and the Indi- 
vidual (New Haven: Yale University Press, 
1952). 
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organizational theories.1* He concludes 
that “non-economic motives, interests, 
and processes, as well as the economic, 
are fundamental in behavior from the 
boards of directors to the last man.” 
The danger of “false doctrines” about 
the nature of organization is empha- 
sized by Barnard: “Very often, I think, 
we attempt social integration by meth- 
ods imposed by a false logic to the very 
limit that common sense and hard 
experience will permit.” 

Although the scientific management 
school postulated the utilization of ex- 
perimental science to maximize the pro- 
ductive capacities of machines and 
men, its concepts of human behavior 
can be traced to the assumptions of 
the classical economists. Economic self- 
interest and individualism were strong 
precepts in the thinking of Taylor. The 
central core of his ideas on cooperation 
rests on the assumption that the pri- 
mary interest of management and 
worker is economic gain in the form of 
higher wages and lower labor costs.” 
Recent developments in the field of 
human relations’® indicate that man’s 
economic endeavor is an integral part 
of his social relations. He will often 
sacrifice economic gain for social stand- 
ing and satisfaction. The higher wage 
available to an individual under an 
incentive system is frequently by-passed 


“Chester I. Barnard, The Functions of 
the Executive (Cambridge: Harvard Uni- 
versity Press, 1938), p..x, x1. 

“For example, see Taylor, Principles, p. 
10. 

* Contributions to ‘the field of human 
relations” come mainly from people in a 
number of somewhat vaguely differentiated 
disciplines — psychology, social psychology, 
sociology, and social and cultural anthro- 
pology. 
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for social assets. Taylor’s conception of 
human behavior was founded on how 
he thought people ought to behave. He 
did not stretch his empiricism far 
enough to delve into their actual be- 
havior. His scheme for cooperation .was 
founded in a syllogism with false 
premises. If workers behaved as they 
should, scientific management would 
promote cooperation. Another difficulty 
with Taylor’s system lay in its failure 
to recognize the significance of the 


group. 


Taylor and the Group Concept 


The idea that society is a rabble of 
individuals is implicit in much of our 
political and economic theory. Chester 
Barnard was unable to reconcile this 
assumption with his experiences as an 
executive in a large business organiza- 
tion. Is a business organization a rabble 
of individuals integrated by the direc- 
tive authority of management? The af- 
firmation of such a hypothesis contra- 
dicts reality.‘ A more realistic concept 
of organization postulates a vast com- 
plex of social groupings each of which 
modifies the personality of the indi- 
vidual and emphatically conditions his 
behavior. The problem that manage- 
ment faces is to understand the nature 
of these groupings and the forces that 
influence their behavior. Management 
must understand groups as well as indi- 


“For empirical research on the nature of 
organization the reader is referred to E. 
Wight Bakke, Bonds of Organization, (New 


York: Harper & Brothers, 1950); F. J. 
Roethlisberger, and W. J. Dickson, Man- 
agement and the Worker, (Cambridge: 
Harvard University Press, 1939). Elton 


Mayo discusses the impact of the “Rabble 
Hypothesis” upon organizational and social 
theory in The Social Problems of an Indus- 
trial Civilization, pp. 34-56. 


viduals. Taylor stressed the individual 
in his theory of organization. “Personal 
ambition,’ wrote Taylor, ‘“‘always has 
been and will remain a more powerful 
incentive to exertion than a desire for 
the general welfare.”’*® 

The scientists who studied worker be- 
havior at the Hawthorne plant of the 
Western Electric Company found that 
the workers had an informal standard 
of a day’s output which functioned as 
a social code.1* Workers felt it wrong to 
exceed this group standard. They often , 
refrained from reporting all their out- | 
put because it affected their standing 
with the group. Taylor was also aware 
of group influence. As a foreman at the 
Midvale Steel Company he experienced 
a great deal of difficulty with output 
restriction. He comments that “there 
are few foremen indeed who are able 
to stand up against the combined pres- 
sure of all of the men in the shop.’ 
The possible consequences of a refusal 
to restrict output had he been a worker 
rather than a foreman are described by 
Taylor: 

If the writer had been one of the work- 
men, and had lived where they lived, they 
would have brought such social pressure to 
bear upon him that it would have been 
impossible to have stood out against them. 
He would have been called “scab” and 
other foul names every time he appeared 
on the street, and his wife would have 
been abused, and his children would have 
been stoned.* 

At the Bethlehem Steel Company he 
attempted to solve this problem by 


* Frederick W. Taylor, Shop Management, 
American Society of Mechanical Engineers, 
Transactions, XXIV, 1353 (New York, 
1903). 

“ Roethlisberger and Dickson, of. cit 
Darlene 

“Taylor, Principles, p. 50. 

8 Ibid., p. 51. 
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breaking up the group. He concluded 
_ that a workman is much less efficient 
when herded into a gang “than when 
his personal ambition is stimulated.’!® 
Taylor relates the action taken to ef- 
fectuate this idea at Bethlehem: 

For this reason a general order had been 
issued in the Bethlehem Steel Works that 
not more than four men were to be 
allowed to work in a labor gang without 
a special permit, signed by the General 
Superintendent of the works, this special 
permit to extend for one week only. It 
was arranged that as far as possible each 
laborer should be given a separate indi- 
vidual task. .. . Each of the men was given 

__a separate car to unload each day, and his 
wages depended upon his own personal 
work.” 

At the Symonds Rolling Machine 
Company, Taylor attempted to impede 
the socializing of behavior by seating 
girls inspecting bicycle ball bearings “‘so 
far apart that they could not conveni- 
ently talk while at work.” This process 
of “individualizing each workman” 
would, according to Taylor, give work- 
ers “what they most want, namely, high 
wages. .°7 

These illustrations show that Taylor 
was aware of the socializing of behavior 
by the work group. In part he at- 
tempted to solve the problem by break- 
ing up the group. He assumed that 
group behavior was undesirable and 
that if the individual worker were per- 
mitted to pursue his “natural” self-in- 
terest the problem of output would be 
solved. He assumed that the individual 
would dominate the scene with a little 
help from management. Furthermore, 
Taylor did not realize that social satis- 


 Ibid., p. 72. 
” Ibid., p. 73. 
4 Ibid., pp. 92-93. 


faction may also play an important role 
in effective organization. By attempting 
to individualize the worker he was re- 
moving this kind of reward. Moving 
the workers so far apart they couldn’t 
talk is a good case in point. Actually 
social communication among workers 
may increase rather than decrease 
output. 

Management must deal with people 
as individuals and as groups. If man- 
agement’s assumptions about human 
behavior are incomplete or incorrect 
the end product of a managerial de- 
cision made in terms of these assump- 
tions may produce results opposite from 
those intended. Often management will 
attempt to correct the situation by an 
excessive use of directive power. This 
action only aggravates the problem and 
offers no permanent solution. The sen- 
sible road to a solution lies in the de- 
velopment of more realistic theories of 
organized behavior. 


Practice and Theory 


A business executive might very well 
ask at this point: How have we gotten 
along up to now without all this new 
theory? Many firms had experienced 
good human relations long before the 
Hawthorne study placed the light of 
empiricism upon many of these prob- 
lems. As Chester Barnard expressed it: 
“« . . effective leadership has to be 
based on intuitions that are correct, 
notwithstanding doctrines that deny 
their correctness.”*? The practice of 
good human relations is obviously pos- 
sible without a formally stated theory 
of individual and social behavior. 

The business executive might also say 


” Barnard, op. cit., p. Xi. 
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that practical experience is a better 
guide than theory formulated by the 
academician. If the theories of the aca- 
demic world are simply deductions 
without empirical research such an ob- 
servation is valid. However, the busi- 
nessman must realize that implicit in 
his decision making is a theory of or- 
ganization. An explicit statement of or- 
ganizational theory based upon empiri- 
cal research might be of considerable 
value to him. It may help him detect 
weaknesses in his own structure of be- 
liefs and assumptions about organiza- 
tional behavior. It may help him better 
understand the ultimate and _ total 
effects of particular decisions. It may 
provide a means for better and more 
rapid training of executive personnel. 

A better understanding of the nature 
of organization will make possible the 
development of improved college cur- 
ricula for training potential executive 
material. The college student is usually 
well indoctrinated with the manner in 
which organizations ought to operate. 
He is confused when the reality of a 
complicated social structure shatters 
these ideals. More realistic organiza- 
tional theories might help him adjust 
more quickly. 


Conclusions 


Taylorism will remain as an im- 


portant building block in organizational _ 


theory. Many decisions must by neces- 
sity be made in terms of efficiency and 
technology. But to ignore the conse- 
quences of these decisions upon organi- 
zation as a complex of humanity and 
to use the tools of technology to solve 
human problems will often produce un- 
desirable results. Human beings are not 
machines; they talk back. Workers do 


not respond passively to the decisions | 


of management. They also make de- 
cisions. While management may wish 
to pursue the logic of efficiency, it must 
recognize that the end product may be 
appreciably modified by the human ele- 
ment of organization. As E. Wight 
Bakke has so aptly put it, management 
“can initiate but not make changes.”?* 

In spite of Taylor’s emphasis upon 
sclence in management he did not 
question his preconceived notions about 
human behavior. In the light of recent 
discoveries in the field of human rela- 
tions many of his conclusions must be 
radically revised. The challenge of to- 
day is the development of theories of 
organization that are realistic and 
usable. 


*® Bakke, Bonds of Organization, p. 195. 


The Ballad of the Sad Economist 


or 


Who’s the Fairest Model of Them All? 


Davin FELIx 


Lecturer, School of Business Administration 
University of California, Berkeley 


(In the mythical kingdom of Hoom- 
homho, King Whoopla, interrupting an 
apparently tranquil economy, issued a 
royal decree reducing the price of bread 
from twenty-five cents to thirteen cents 
a loaf. The results were catastrophic. 
Farmers stopped growing wheat, bakers 
stopped baking bread, an underfed 
“proletariat” gobbled up existing stocks 
of bread, and worst of all, King Whoop- 
la found himself without his customary 
morning toast. Fortunately, his minister 
of state, a Manchester Liberal of the 
very old school, enlightened the king 
on the ineluctable principles of the free 
market as propounded in Fred Man- 
ville Taylor’s Principles of Economics, 
and quickly converted the distraught 
monarch to the virtues of laissez faire. 
Thus was normalcy restored and with 
it the king’s morning toast. 
Unfortunately, the free market mech- 
anism failed to solve the problem of 
boom and bust. A depression occurred 
and desperate sovereign, in his quest 
for counsel, gave ear to the spendthrift 


advice of a Keynesian upstart. The 
thought of building public works, 
palaces, and harems in order to catch 
the multiplier effects on national in- 
come and employment appealed to the 
pleasure-loving king (upon whom the 
simple, sturdy joys of unfailing morning 
toast apparently had palled). But cal- 
culations were amiss. The result was 
not merely full employment, but wild 
inflation. The accompanying unrest 
forced King Whoopla to flee to the 
Riviera, while sedentary 
Hoomhomhonians pondered ways and 
means to put thing aright. 

The two episodes summarized above 
are from poems by Professor Bruce 
Knight of Dartmouth College and Pro- 
fessor Kenneth Boulding of the Uni- 
versity of Michigan, respectively, as 
printed in the November, 1952, issue 
of the Michigan Business 
Transferred now to the pages of this 
journal, the stirring saga of Hoom- 
homho is carried on by Mr. Felix in 
the following bit of doggerel. Ep.) 


the more 


Review. 


A Regency Council was quickly appointed, 

With praise from the propertied classes anointed, 

To govern the hapless country pro tem, 

Unrest and inflation to ruthlessly stem. 

“Right men and right thoughts,” the Regency vowed, 
“Will guide back Hoomhomho to normalcy proud.” 
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But what is this normalcy, if one may ask? 

And how will the Council proceed with its task? 
With Keynesian cries hushed in prison captivity, 
Committed for Un-Hoomhomhonian activity, 
Along with yet more Un-Hoomhoms of the trade, 
The answer would have to be Taylor-made. 


“Balance the Budget! Turn off the Pumps! 

All must be willing to absorb their lumps. 

Out with the Parities! The Wage-price Ratchets! 
Tariffs, Pork Barrels, and similar gadgets! 

Up with the Bank Rate! With will there are ways. 
Come all aboard for the Happy Old Days!” 


“But hold!” cried the Farm Bloc, “You’re going too far! 
Surely Ag Parities are not on a par 

With unwarranted aids and the dishonest pleas 

Of Gold-grasping Business Monopolies! 

And what of our low supply elasticity? 

And industrial prices with scanty plasticity?” 


But Business replied, “Such Populist impudence! 

When National Unity most needs forbearance, 

And an end to such rabble-rousin’ and scorchin’. 

Have ye not even glanced at Life, Time, and Fortune? 
The Invisible Hand in its moribund hour 

Has passed on the torch to Countervailing Power.” 


Then a chorus of voices was heard through the land. 

“You fellows can laugh, but if over our strand 

Passed foreigner’s goods un-tariff blockaded, 

We'd never survive such a contest unaided.” 

From the Tower, “The long-run adjustment . . .” “Absurd! 
In the long run we’re dead. Or hadn’t you heard?” 


From the depths of the Dungeon a thin voice arose, 
“Let planning and subsidies cushion the blows.” 
The voice died away . . . the impersonal force 
Of the Price Mechanism rolled over the source. 
But then from the Workers the querulous phrase, | 
“What's all this talk of the Happy Old Days?” 


And a crisp, booming voice was heard to sound off, | 
“Our appropriations are barely enough. | 
We could hardly survive any budget incisions, ; 
And still keep intact a full hundred Divisions. | 
With no might in sight, oh, dismal our plight! 

In our fight ’gainst the Doctrine that Might Makes the Right.” 


Approbational noises applauded these facts, 

Most loudly from those with Armed Forces contracts, 
And from those who remembered the lack of enjoyment 
In the bitter old days of Mass Unemployment. 

So for various reasons twas widely agreed 

A Defense Budget cut could scarce be decreed. 
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“But what shall we do?” the Council now shouted. 
“All our specifics are brutally flouted. 

Tell us, oh, Taylor, what means to be had? 

Or is there no balm in all Gilead? 
If citizens dare not to forego their coddling, 

It’s no help at all to show them your modeling.” 


Then Taylorites answered, “Gaze ye at the World. 
The Price Mechanism lies rusted and spurled. 

There stalks o’er the earth a Great Disequilibrium 
That keeps us from reaching our Mobile Millenium. 
Check it! Or else all our plans are disasters, 

And buried the rules of our Laissez-Faire Masters.” 


“We'll call a world meet,” the Council orated. 
“Immutable Laws we will get reinstated. 

Call Statesmen, Advisers, and Academicians. 
We'll get to the roots of our present conditions.” 
“Normalcy’s indivisible,” said Taylorites, beaming. 


“How true,” said the Council, and pondered its meaning. 


So from East and from West the Experts all came, 
From countries too numerous to mention by name. 
All ideas were free to be talked of in forum, 
Provided they met current rules of decorum — 
Ricardo’s, and Smith’s, and the elder John Clark’s, 
Though one had to be careful in making his Marx. 


As befitted the host of this glittering Cabal, 


The Hoomhomhos played with their Free Market Model. 


But to their surprise this gambit was spurned 
By others with backgrounds equally learned. 
“Technical errors,” “too static,” “unreal,” 
“Class bias,” “unstable,” “no sex appeal.” 


“The problem is structural,” said Abdul Al Mism. 
“We've starved long enough with your Price Mechanism. 
Send us more funds and we might try your scheme.” 
“But that will just make our inflation extreme,” 

Was the Taylored reply, “Attempt first our scheme.” 
Said Abdul, “That’d just make our poorness extreme.” 


“What I cannot swallow,” said Viscount D’Abords, 
Up from the Dockers to Chamber of Lords, 

“Is bread at this twenty-five pennies a loaf, 
Merely to nourish some kingly old oaf. 

That’s scarcely fair shares and, dash it, not cricket! 
This unequal right to a bread ration ticket.” 


“But come now, M’Lord, you forget the supply. 
You won’t get the wheat.” “In the pig’s eye!” 
Retorted the Lord, “With proper control, 

The supply will come forth, Pll wager my soul! 
Haven’t you heard that most income is rent? 
It’s not hard to keep the supply curve unbent.” 
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“But Walras has shown the result’s a delight 
When unknowns and equations total up right.” 
Then forth came the haughty Econometricians, 
“You fail to consider stability conditions. 
Equational counting is hardly enough. 

In dynamic relations things can get rough. 


Inflation is only a manifestation 

Of some inconsistent structuralization.” 

Spake Senor Garbanzo of southernmost Chile, 
“To bow to the world market forces is silly. 
What our countries need is Diversification, 
Or else we continue as low-income nations. 


Political Strength means Industrialization 

To cushion the impact of Boom and Deflation.” 
The Historian spake, “You Laissez-Faire Boys 

Are much too enchanted with outmoded toys. 
Your model concerns but a brief passing phase, 

Of which, by the way, it just points up the glaze.” 


And so they continued in whisper and scream, 

Shifting assumptions in the midst of the stream, 

Till a Child, the one who with infantile crudity 

Had shown up the emperor stark in his nudity, 

Piped up with “But all your polemical flair 

Conceals not the fact that you’re knowledge-wise bare. 


Your Curves and Equations, your scholarly canting, 

Do not give the Council the answers they’re wanting.” 
Then all rose indignant at this Child’s presumption. 

As one they rejected the youngster’s assumption. 

“Of course we have knowledge, profound and pervasive. 
There’s really no reason to be so derisive. 


But to say what it is, if that’s your suggestion, 

Is in general form a nonsensical question.” 

But now some declared that Truth’s praxiologic, 

And were quickly denounced for illogic hodge-podgic. 
And so Unity broke with a suddenness tragical 

On. serious issues and points methodological. 


Despairing, the Council cried, “Give us a policy! 

How do we wend our way back unto normalcy?” 

With patience one uses for children sub-normal, 

The theorists explained that their knowledge was formal. 
“Give us your goals, arranged in a scale, 


And we'll give you the points toward which you must sail. 


And if you can tell what it is that you'll find, 

That is different from that which you're leaving behind, 
We can give you the rules couched in language most terse 
For finding out which is the better or worse.” 

With this, all adjourned — it was getting much later, 

And each went his own way to gather more data. 
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Said the Child to the Councilmen, still in a coma, 
Having been overcome by the learned aroma, 

“The Truth is an elephant; they each hold a part, 
But to piece all together is still quite an art.” 

Then up woke the Council and looked round the hall, 
“But that doesn’t solve our dilemma at all!” 


Said the Child, “When I’m older and go off to college, 
I'll explore sociologic roots of our knowledge, 

And political aspects of modern economy, 

And what is the source of society’s anomy.” 

Soft from up high in the empty hall’s rafters 

Sounded the echo of something like laughter. 


Moral 


Graduate students and hair-splitting profs 
Can expound the moral to credulous sophs. 
It carries at least the following sting: 

A little model is a dangerous thing. 


Maintaining Farm Prosperity* 


YALE BROZEN 


Professor of Economics, Northwestern University 


EZRA TAFT BENSON, Secretary of Agri- 
culture, has suggested in his recent 
speeches that it is time the nation’s 
voters, and particularly the nation’s 
farmers, re-examine the farm program. 
Laws requiring support of certain crops 
at 90 percent of parity will soon be 
expiring. Decisions be made 
whether to renew the farm support pro- 
gram in its present form, renew it with 
lower price supports or a sliding scale 
of supports, or substitute some other 
means for maintaining farm prosperity. 
This paper is intended as a contribution 
toward the re-examination of these 
means. The conditions that underlie the 
recent period of farm prosperity and 
what contribution past and _ present 
farm programs have made to this well- 
being will be briefly stated. Then a 
program which will aid in maintaining 
prosperous farm conditions without the 
wastes of our present methods will be 
analyzed. 


must 


The Present Program 


The farm program now in operation 
has been given credit for the farm pros- 
perity of recent years. Is this credit de- 
served, or does it belong primarily to 
a rise in national income over the last 
decade from $100 billion a year to over 
$300 billion a year? As nearly as we 
can tell from a careful analysis of the 


* This article has been adapted in part 
from an address presented last December 
before the 34th annual meeting of the 
American Farm Bureau Federation. 


situation, the rise in national income 
deserves most of the credit. 


Many observers have been led to be-— 
lieve that the Federal program for agri- 


culture has benefited farmers even 


though it has operated during a period — 


of generally rising prices. The price rise 


which occurred during the period of | 
the program made it seem that this was' 


a result of the program. But other prices 
went up at the same time, although 


there was no program of the farm type | 


directed toward raising them. 
The program is credited not only 


with a rise in absolute prices, but also — 


with a rise in farm prices relative to 
other prices. But in any period of up- 
ward movement of prices, farm prices 
always rise relative to other prices. This 
has always happened before when there 
was no farm program, as well as in the 
more recent period.* 

Farm incomes have gone to their re- 


cent high levels almost in spite of the © 
present Federal program, not because | 


of it. Federal farm policies may actually 
have hindered the rise. For example, 


production controls, designed to reduce | 
the output of certain crops, have kept | 


farmers from being as efficient as they 
could have been and have caused costs | 


per unit of product to increase. Pro- 


duction controls did bring higher prices _ 
by limiting the supply of certain crops, 


but part of the higher prices was ab- 


*See D. Gale Johnson, Trade and Agri- 
culture (New York: Wiley and Sons, 1950), 
pp. 85-86. 
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sorbed by higher costs because the 
farmer was not allowed to adjust pro- 
duction in the ways which would re- 
duce cost. 

_ Not only were higher prices offset by 
higher costs, but in addition, higher 
prices caused by production restrictions 
failed to increase income very much 
and, in some cases, reduced income. 
Prices went up when output was re- 
stricted by production controls, but 
there was less product to sell at the 
higher prices. It follows that price in- 
creases were partly offset by lower sales 
and gross income increased by some- 
thing less and perhaps by considerably 
less than the amount of the price in- 
crease. In the case of export crops, such 
as wheat, cotton, and pork, which are 
sold in world markets and whose de- 
mand (i.e., the “demand facing the 
American farmer, not the total world 
demand) is elastic, the increase in price 
was more than offset by decreased sales, 
and gross income decreased compared 
with what it would have been if there 
had been no price increase via the de- 
creased production route. Not only did 
this happen, but we also permanently 
lost some of our market because of the 
crop restriction program. Farmers may 
be receiving less income today than they 
would be getting if there never had 
been production controls. 

Turning to the rigid price support 
program, the record there has been 
almost as bad. It may seem that the 
larger amount of commodities bought 
by the government or loaned on by the 
government indicates that prices would 
have fallen disastrously but for the sup- 
ports. However, the very fact that the 
government support program exists 
leads people to produce the supported 


items instead of the things consumers 
may prefer. As a result, we have pro- 
duced stuff that we have had to burn, 
plough under, let rot, or give away. 
Many of the farmers who produced this 
stuff could have earned nearly as much 
or maybe more producing something 
else. But anyone likes a sure thing. 
Since a price-supported crop is a sure 
thing, provided some politician does 
not change his mind or get a new idea, 
it is a fair bet that we overproduced the 
sure things and underproduced some of 
the more desirable goods from which 
farmers might have made larger in- 
comes. (And remember that a support 
program which leads to mounting sur- 
pluses soon brings production controls 
in its wake with the effects already 
described. ) 

Not only have farmers failed to gain 
much; there have been many losses in 
agriculture and in the country from the 
program. To the extent that resources 
are kept in agriculture by such things 
as rigid price supports, nonagricultural 
products are not being produced. This 
reduced supply of nonfarm products is 
an expense to farmers in two ways. The 
things they buy are more expensive be- 
cause of their reduced supply. Also, 
markets are poorer since some people 
who might be buying farm goods and 
providing an expanded farm market 
are instead producing farm goods them- 
selves. And there is even a third way 
in which the program reduces farm 
income. Farmers are paying some of the 
taxes that buy the goods the Commod- 
ity Credit Corporation is forced to dis- 
pose of at a loss. 

Perhaps worse than this is the fact 
that the respect of the country for the 
farmer is dwindling. Farm organiza- 
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tions are critics of the wasteful aspects 
of the farm program, but the public at 
large does not know this. Many people 
think everything the Federal govern- 
ment does in the name of the farmer 
is something the farmer wants. They do 
not know that every self-respecting 
farmer wants to earn every penny he 
gets. 

Should the prevalence of such atti- 
tudes increase very much, the farm in- 
dustry is likely to fall into the same 
public doghouse where the railroads 
have languished so long. And like the 
railroads, farmers may someday find 
that their prices are regulated down 
instead of up. 

This seems to be an excessively high 
price to pay for a program which ac- 
tually benefits agriculture but little. A 
program like the ever-normal granary 
which buys up farm goods when they 
are plentiful and keeps the price up 
also dumps those goods when crops are 
short and keeps the price down. Just 
when a crop is short and a high price 
is needed to maintain income because 
farmers do not have much to sell, the 
ever-normal granary plan would put 
the price down. Price stability is not 
the same thing as income stability. 

Instead of projects of this: kind, a 
program may be suggested which will 
benefit agriculture more than all the 
production control, commodity loan, 
surplus disposal, price support, and 
marketing agreement programs. There 
are two main points in this alternative 
program. One has to do with tariffs, 
the other with taxes. 


The Effects of Tariffs 


Let us examine the tariff issue not 
only in connection with farm pros- 


perity but also in connection with an- 
other question before we go on to dis- 
cuss the tax structure. One problem. 
connected with our tariff is our reserve: 
of strategic materials such as copper’ 
and iron which we must have to defend | 
ourselves in case of war and which are} 


essential to our industries in times of 
peace. 

The recurring crises in the area of 
strategic materials have so alarmed the: 
country and have forced so many up-» 
sets in our economy through shortages ; 
and the imposition of controls over thé: 
use of these materials that a Presi-: 
dential commission was appointed to) 
study the problem. After a year and a) 
half’s work by a staff of more than 100! 
experts, it issued a report a few months} 
ago under the title Resources for Free-: 
dom. That report will be taken up later 
in this article; for the present let us} 
consider the problem of maintaining} 
the prosperity of the agricultural in-- 
dustry and what tariffs have to do with 
this problem. 

The case for reducing tariffs has a 
stronger base than just the simple fact! 
that it will expand foreign demand for! 
farm products. | 

First, if we are to have farm pros-. 
perity, we must maintain a high na- 
tional income. More than this, we must 
have a rising national income. If we 
were to have a high national income 
which remained stable for a long period, 
farm prosperity would suffer. There are: 
two reasons for this. One is that farmers: 
are constantly growing more efficient) 
and increasing production. When de- 
mand is stable, this increasing produc- 
tion drives prices down. Unfortunately, 
prices of farm goods tend to fall a little 
more rapidly than production increases 
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when demand conditions are stable. 
This tends to shrink the farm share of a 
stable national income. 

Secondly, the rural birth rate is 
higher than the city birth rate. As a 
consequence, nonurban areas have to 
export some population to the city 
every year to avoid overstaffing the 
agricultural industry and to avoid caus- 
ing an uneconomic expansion of pro- 
duction. In order to prevent this from 
happening, more jobs must be opened 
up in urban areas all the time to attract 
people. Those jobs will open up only 
if we have a rising national income, 
which facilitates the movement of re- 
sources from low-return uses in agri- 
culture to high-return uses both in 
agriculture and in other sectors of the 
economy. Incidentally, this is an auto- 
matic production control program with- 
out the iniquitous effects of the kind of 
production control the Department of 
Agriculture practices. It does not waste 
resources but instead utilizes them in 
ways which increase the level of living. 

With a rising national income, farm- 
ers in particular benefit more than 
other groups. This is because in the 
short run the supply of agricultural 
products is relatively more inelastic — 
more stable — than the supply of other 
products. Increasing demand for all 
products, then, causes a rise in the price 
of agricultural products relative to 
other products. As a consequence, a 
rising national income not only causes a 
rise in farm income; it causes a rise in 
its proportion of the total national in- 
come. Agriculture benefits more than 
almost any other group in our economy 
from a rising national income. 

Now what do tariffs have to do with 


national income and, in particular, with 
farm incomes? 

High tariffs hurt farmers in three 
ways. They increase the prices farmers 
must pay for goods which might be im- 
ported in larger quantities. Because of 
the tariff on petroleum, for example, 
the price of oil and gasoline is higher 
than it would otherwise be. 

More important, however, is the 
effect of the tariff on the demand for 
agricultural products. Because of our 
tariff and our complicated customs 
procedures, we buy less goods from 
foreigners than we otherwise might. Asa 
consequence, foreigners have less dollars 
available for use in buying American 
farm products. England, for example, 
has restricted imports of American 
wheat, cotton, and tobacco because 
of her lack of dollars. The prime min- 
isters of British Commonwealth nations 
met very recently in London and laid 
plans to increase their agricultural out- 
put 20 percent in order to make it pos- 
sible to reduce purchases of American 
agricultural commodities. In the third 
quarter of 1952, American agricultural 
exports dropped 31 percent from the 
previous year’s level because other na- 
tions, unable to increase exports to us, 
reduced purchases to bring their trade 
into balance. Also they are retaliating 
against our program of import restric- 
tions. Our cheese exports are down 95 
percent in retaliation against our re- 
strictions on cheese imports. 

The foreign market is a very impor- 
tant market for American farmers. We 
sell almost a billion dollars worth of 
food grains abroad each year. We sell 
another billion dollars worth of cotton 
abroad each year. We sell $300 million 
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worth of tobacco abroad. If foreigners 
could get more dollars by selling more 
to us, our farm exports would be even 
greater. Before the very high Smoot- 
Hawley tariff was passed in 1930, we 
sold a much larger proportion of our 
farm output abroad than we have since. 
The great difficulties from which agri- 
culture suffered in the early 1930’s were 
partly the result of the loss of foreign 
markets for American agriculture and 
other export industries caused by the 
Smoot-Hawley tariff. Before this tariff 
was put into effect, we exported nearly 
10 percent of the exportable goods pro- 
duced in the United States; after it was 
imposed, this fell to 7% percent in 1931 
and to 6% percent in 1933 (despite 
declining production of exportable 
goods). 

Not only do farmers lose foreign 
markets for farm products as a conse- 
quence of our tariff; they also have a 
poorer domestic market. Because our 
tariff hurts all our export industries, 
which include not only the agricultural 
industry but also the office equipment 
industry, the automobile industry, the 
machine tool industry, and others, it 
reduces the job opportunities for city 
workers, reduces their income, and re- 
duces their ability to buy American 
farm products. It forces our industrial 
workers to take low-paying jobs in pro- 
tected industries and prevents our ex- 
port industries from offering them 
higher-paying jobs. 

In protected industries such as pot- 
tery, footwear, and textiles our workers 
in 1950 earned wage rates which aver- 
aged around $1.00 to $1.15 an hour. 
In our export industries, we might ex- 
pect workers to earn less if we believe 
the arguments of the high tariff people. 


These are the industries which sell in 
foreign markets in competition with: 
low-paid foreign labor. They not only, 
have to do so without any American: 
tariff protection for their workers, they 
have to pay the tariffs of foreign coun- 
tries to get into foreign markets and 
must pay heavy transportation charges} 
in addition. Do workers employed in an 
industry which has to sell in compe-; 
tition with low-paid foreign labor in 
fact have low wage rates? | 

In our export industries such as: 
autos, machine tools, and tractors, the 
average 1950 wage rate ranged from 
$1.58 to $1.93 per hour. This is more: 
than 50 percent higher than the wage: 
rates in the protected industries. This) 
was true not only in 1950—it has; 
always been true and is still true. If we 
look at prewar data, the same relation- 
ship shows up between wage rates in) 
the unprotected export industries and! 
the highly protected industries. In the: 
protected cotton textile industry, for! 
example, the average weekly wage was 
$14.26 in 1939. In the unprotected! 
agricultural implement industry selling 
in foreign markets in competition with 
low-paid foreign labor, the average 
weekly wage was $29.61, more than 
double the wage paid in a protected! 
industry. In the protected pottery in-, 
dustry, the weekly wage was $22.75 in: 
1939. In the rubber tire industry, which: 
exported and sold abroad in competi-. 
tion with low-paid foreign labor, the 
weekly rate in 1939 was $33.36, more: 
than half again as much as the pro-: 
tected pottery workers got. 

Wage rates in our export industries 
tend to be higher than those in our 
protected industries because the export 
industries use labor much more effi- 
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ciently—much more productively. That 
is why they can sell in foreign markets 
in the face of the large transportation 
costs and duties that they must pay to 
get their goods into foreign markets. 
Our protected industries, on the other 
hand, use labor inefficiently. As a con- 
sequence, they can pay only low wage 
rates. That is why they need protection. 

Essentially, our tariff-protected in- 
dustries are protected by the tariff 
against the competition of the high- 
paying export industries for their labor. 
By limiting foreign sales in the United 
States with our tariff and the red tape 
of our customs, we limit the number of 
dollars foreigners can get. This limits 
the market for our export industries 
and limits the number of jobs they can 
offer. By limiting the jobs they can 
offer, we prevent them from bidding 
labor away from the low-paying jobs in 
protected industries. Thus, our tariff 
protects certain industries from high 
labor costs that would be caused by ex- 
pansion of export industries. The usual 
propaganda line of the protectionists 
that the tariff protects American work- 
men from the competition of the low- 
paid foreign worker is not true. What 
our tariff does is monopolize low-pay- 
ing jobs for Americans and prevents 
them from getting the higher-paying 
jobs that would otherwise become avail- 
able in our export industries.” 


2 Mussolini’s reasons for imposing tariffs 
in Italy in the 1930’s are instructive. He 
said that he had to protect low-paid Italian 
workers from the competition of high-paid 
American workers, who were getting four 
and five times as much as Italian workers. 
The reason he had to protect low-paid 
Italian workers was because American labor 
costs were much lower than Italian despite 
higher American wage rates. Americans 
turned out so much more product per hour 


In doing this, our tariff is keeping 
the demand for farm products from ex- 
panding to the higher level that would 
be generated by the higher incomes 
workers would earn in the export in- 
dustries. In the case of low-income 
people, every 1 percent increase in in- 
come is accompanied by almost a 1 per- 
cent increase in the amount spent for 
agricultural products. Since the work- 
ers in protected industries are at low 
income levels, an increase in their in- 
comes would have beneficial effects on 
the demand for farm products and on 
farm prosperity. 

Not only does the tariff prevent 
Americans from getting higher-paying 
jobs than some they now fill; not only 
does it limit the demand for American 
farm products and hurt farm _pros- 
perity; it also increases the tax burden 
on farmers as well as on others. For 
the current year, almost $7 billion of 
our taxes were appropriated to pay for 
aid to Europe. From July, 1945, to De- 
cember, 1950, our government ex- 
tended more than $31 billion of foreign 
aid. Part of the reason this aid has been 
necessary arises from the fact that Eu- 
rope cannot get the dollars necessary to 
buy armaments and the materials for 
making armaments. If she could sell 
more in the United States, we would 
not have to donate so many dollars to 
the members of the North Atlantic 
Treaty Organization. If we could re- 
duce our foreign aid program, we could 
reduce our taxes. A very important step 
which could be taken in this direction 


than Italians, who had to work with much 
less capital, that despite our much higher 
wage rates, the labor cost per unit of 
product was much lower in the United 
States than in Italy. 
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would be to reduce our barriers, such 
as tariffs, to the entry of foreign goods. 

As things stand, we keep Europe 
from trading with Russia, since this 
would aid an enemy, and we refuse to 
let her trade freely in the United States. 
Europe will not willingly sacrifice her 
trade with Russia for very long unless 
that trade is replaced with trade else- 
where. In particular, that means we 
must expand trade between Europe and 
the United States or we will find it 
very difficult to retain friendly allies. 

The preceding discussion has been in 
terms of general considerations with re- 
gard to the tariff. Certain specific tariffs 
are even more vicious than these gen- 
eral results of any tariff. These are the 
tariffs on raw materials. We have a 
tariff of 20¢ per pound on manganese, 
50¢ per pound on vanadium, 60¢ per 
pound plus 40 percent of its value on 
tungsten, a 20 percent tariff on titan- 
ium, 35¢ per pound of molybdenum 
content on molybdenum ores. Tariffs 
on dozens of other raw materials could 
be listed, but these should be sufficient 
to illustrate the point. 

Now why should these tariffs be re- 
garded as particularly bad? They have 
all the usual effects of increasing the 
cost of articles manufactured from these 
materials, such «as tractors and tillage 
tools, decreasing the foreign market for 
American farm products, decreasing the 
American national income and living 
standards by keeping our workers from 
getting high-paying jobs in the export 
industries, and increasing the load on 
American taxpayers for foreign aid. In 
addition to all this, they cause us to 
overwork our domestic deposits of these 
materials — cause us to drain them to 


1 
| 
| 
| 
| 


the point where there may not be 
enough to support our arms industry ’ 
in a time of war in case we are cut off’ 
from foreign sources. 

We are so worried now by what} 
might happen to our supplies of raw’ 
materials in time of war that we are: 
spending billions to stockpile such items; 
as tin, rubber, copper, and manganese: 


which might be cut off by enemy ac-- 
tion. At the same time, we are draining | 
the natural stockpiles of materials for: 
ordinary use now which we could be: 
getting abroad but for our tariffs. 

Fifty years ago, we did not need to) 
concern ourselves with the raw ma-| 
terials problem because we produced! 
15 percent more than enough to keep) 
our factories going. We sold the surplus} 
to the rest of the world. However, we’ 
have used up so much of our natural! 
reserves that in a few years we will 
have to get at least 20 percent of the} 
materials necessary to keep our peace- 
time economy going from outside the 
United States. At one time, we had 
such rich copper reserves that no min- 
ing company would consider touching 
an ore of less than 20 percent copper. . 
Today, we have used up our rich re- 
serves, partly as a consequence of the! 
tariff on copper which shut out foreign 
suppliers, and are being forced to mine 
ores which have much less than 1 per-: 
cent copper. This means that if foreign’ 
copper is cut off in a time of war, we 
will have to use so much manpower! 
and capital just to produce copper for 
the armed services that we will have 


; 
to cut back on the production of other! 


goods for the military, and we will be: 
unable to have as large an army, navy,, 
and air force as we may need. The con-; 
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tinued overly rapid depletion of natural 

reserves of strategic materials as a con- 
sequence of our tariff policy may mean 
the difference between national survival 
and defeat if another international 
fracas is touched off. 


Tax Effects 


Turning to the question of taxes and 
their effect on the prosperity of farm- 
ers, there is the very obvious fact that 
the income left in the hands of farmers 
is reduced below what it might other- 
wise be by the taxes they pay. Secondly, 
the taxes paid by purchasers of agri- 
cultural products reduce the income 
available for such purchases. If dis- 
posable incomes were increased 10 per- 
cent by reducing tax burdens, expendi- 
tures on food would increase by at least 
5 percent. An immediate rise in the 
demand for farm products would fol- 
low from decreased tax rates. 

However, if we cannot appreciably 
reduce the tax burden, we can still 
make changes in the tax structure 
which would benefit agricultural mar- 
kets in the long run. The present tax 
structure is designed to reduce the 
amount of saving. It was instituted in a 
period when there was a prevailing be- 
lief that the economy was reaching ma- 
turity. Those who influenced the design 
of the tax structure felt that the country 
had so much capital that there was 
little use (or possibility) for investment 
in more machines, plants, transport 
equipment, and private housing. ‘There- 
fore, it was thought, we were in great 
danger of saving more than could be 
invested. If this were to happen, it 
would presumably cause unemploy- 
ment. 


Our experience in recent years has 
demonstrated the fallacy of the stag- 
nation thesis. The expected post-World 
War II depression in which (the stag- 
nationists predicted) we would suffer 
8 to 12 million unemployed never ma- 
terialized, although it was successively 
predicted'in 1945, 1946, 1947, and 1948 
to be due within a year. Part of the 
reason it never occurred was the aston- 
ishing (at least to believers in the ma- 
turity of our economy) rate of capital 
formation. In the past seven years, in- 
dustry has increased its facilities by 
roughly 45 percent. It is turning out 
civilian goods at rates far higher than 
those which were thought excessive in 
the 1930's. 

Those who thought that collapse in 
the rate of investment was postponed 
only because of the recent rise in de- 
fense expenditures were freely predict- 
ing, only a few months ago, a sharp 
cutback when defense needs for pro- 
duction capacity were met. These needs 
have been met. Yet surveys of business 
plans for new plant and equipment 
show an increase for 1953 over 1952 to 
$27 billion, a new high. 

Despite this rate of capital formation 
— despite a rate of gross saving which 
reached $52 billion in 1952 —we are 
short of capital in this country. We will 
need nearly $30 billion of capital for- 
mation in 1953 simply to replace wealth 
consumed in current production. In 
addition, at least $15 billion will be 
needed to equip the 1953 population 
increment with housing and to supply 
the productive capacity to support it. 
Additional billions will be needed to 
offset drains on natural resources which 
are forcing us to turn to sources of ma- 
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terials which are more expensive. At 
least $50 billion of new wealth is 
needed just to maintain present levels 
of living. If we are to continue to raise 
productivity at past rates, which is a 
mandatory objective if expectations 
now written into wage contracts are to 
be justified, the nation’s stock’ of wealth 
will probably have to increase by at 
least 1 to 2 percent a year. With our 
present wealth of $1 trillion, this means 
an additional $10 to $20 billion of 
capital formation, or a total rate of 
gross capital formation of $60 to $70 
billion a year.® In the past year, gross 
private capital formation was only $52 
billion. 

Farm prosperity, as well as the meet- 
ing of expectations of wage earners who 
are looking forward to productivity in- 
creases in their real wage rate, is de- 
pendent on a growing national income 
and per capita income. Since growth in 
these economic magnitudes depends 
upon a higher rate of capital formation 
than we are now enjoying, it becomes 
evident that a higher rate of capital 
formation is a necessary condition for 
creation of a farm prosperity based on 
something other than the use of the 
power of the state to take income from 
nonfarm groups to give to farrh groups. 
A necessary precondition for a higher 
rate of capital formation is a higher 
rate of voluntary saving, assuming we 
do not wish to engage in forced saving 
via the inflation route or any other. 


*The Twentieth Century Fund, in its 
America’s Capital Requirements: Estimate 
for 1946-1960, estimates $390 billion of 
capital (at 1940 prices) will be needed over 
a fifteen-year period. In terms of today’s 
prices, this amounts to over $1 trillion for 
the fifteen-year period. This is in accord 
with the estimates made in this paper. 


Yet despite the necessity of a higher: 
rate of voluntary saving, we are using 
a tax structure which has built into iti 
the beliefs of those who fear that wej 
might save more than the capital mar- 
kets can absorb. That the danger off 
this is, at least at this time, remote may 
be determined by examining recent] 
movements in interest rates. If volun- 
tary savings were excessive, interest} 
rates would be dropping or would be: 
at the irreducible minimum. Instead, 
we have seen a rise in the rate the] 
Treasury has to pay on its bills from) 
three-cighths of 1 percent a few years’ 
ago to more than 2 percent. Rates on 
certificates and notes have also risen. 
Corporate bonds of good grade now, 
must carry coupon rates in excess of| 
35 percent to compete for the scarce 
supply of capital compared with rates3 
of approximately 3 percent only a few} 
years ago. | 

Since most saving is done out of mar-| 
ginal income and out of retained corpo-{ 
rate earnings, tax rates on these in-4 
comes must be reduced if we wish to: 
enlarge the supply of voluntary saving.) 
At present, marginal income tax rates} 
run up to 92 percent.* The very income} 


*We tax corporations 52 percent on all] 
their income and run this up to 82 percent 
on income which exceeds 85 percent of the} 
average amount they made between 1946 
and 1949. This means that an investment, 
which might yield $1,000 additional incomes 
may pay the investor only $180. He then has 
to pay a personal income tax on this. As az 
result, an investment so productive that ar 
50 percent return can be earned may yield 
only 9 percent to the investor. If he is sub-} 
ject, let us say, not to the highest incom 
tax rate but to only an 80 percent rate on 
this income, his net return after income a 
will be less than 2 percent. With this sort 
of tax structure, the owner of a large stool 
of capital prefers putting it into a 2 percent 
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out of which most saving is usually 
done is being drained away by the Fed- 
eral government. 

The corporate income tax, which 
acts to reduce the level of business sav- 
ing, also affects capital formation and 
growth in national income—and hence 
demand for agricultural commodities — 
in another way. It is forcing what sav- 
ing is being done into inferior uses. A 
large part of the available supply of 
Savings is not going into the uses where 
it would do most to raise productivity 
and national income. This reduction in 
the contribution these savings could 
make to our national income, as 
pointed out earlier, hurts farm markets 
and farm prosperity. 

If our governments put the capital 
they obtain at 2 to 3 percent into uses 
as productive as those left unfilled, the 
savings flowing into government hands 
could still make as valuable a contri- 
bution as they would in private uses. 
This is not the case, however. In justi- 
fying projects, Federal agencies do not 
use the rate of return for capital that 
the capital can earn for society in the 
best alternative uses. In hydroelectric 
projects, for example, the project is 
justified in the eyes of the Department 
of the Interior if it earns 22 percent on 
the capital invested (including in this 
return allowances for such intangibles 
as recreational value, conservation, and 
flood control as well as revenues col- 
lected from the sale of power). Private 
utilities engaging in similar projects 
find it difficult to obtain capital to fill 
uses which would yield a social return 


tax-exempt, government bond. He has more 
left for himself although it would add much 
more to the national income if he put it 
into the more productive use. 


of 9 percent from the production of 
power alone.°® 

Projects by state and local govern- 
ments are justified in the eyes of public 
officials at similarly low yields. Because 
their securities are exempt from Fed- 
eral income tax, they attract buyers 
with coupon rates of from 2 to 3 per- 
cent. Engineers working for local gov- 
ernments use these rates in determining 
the worth-whileness of projects since 
this is the cost of capital to these gov- 
ernments. The cost to society is much 
higher, however, since the alternative 
social return sacrificed is much higher. 

The diversion of capital from uses 
where it would yield 9 percent or more 
to use where the yield is less than 3 per- 
cent is slowing the rise in national in- 
come. Limitations on the rate of capital 
formation resulting from the limited 
supply of voluntary saving also slow the 
rate of growth. As was pointed out 
previously, any measure which reduces 
the rate of growth of national income 
hurts farm groups. It is more important 
to farmers than to almost any other 
group that national income grow. A 
high, but stable, national income is not 
a sufficient condition for maintaining 
farm prosperity. 

° High-grade utility securities sell at yields 
in excess of 3 percent for bonds and at 
prices about 14 times net earnings for com- 
mon stocks where the debt-equity ratio is 
approximately 50-50. This means that half 
of the investment must earn in excess of 3 
percent and the other half about 15 percent 
before corporate income tax of 52 percent 
to attract capital from competing uses. The 
average social return on additional capital 
in this use is approximately 9 percent. Yet 
many such 9 percent uses lack the capital to 
fill them while the Federal government is 
putting capital into uses providing a social 
return of only 2% percent. 


| 
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and in order to raise the incomes of city 
workers so they can buy more farm 


It is estimated that agricultural net 
income dropped about 8 percent in 


1952 below 1951. To prevent a further 
drop, much less to restore the old level, 
two things should be done. First, the 
corporate taxes which are inhibiting in- 
vestment should be reduced, or at least 
there should be an end to the exemp- 
tion from income tax of the interest 
earned on bonds issued by state and local 
governments. Also, the high bracket 
personal income taxes which are drying 
up the supply of savings should be cut. 
Second, tariffs should be.reduced in 
order to keep and expand the foreign 
market for American farm products 


products. If these measures to maintain 
farm prosperity are not taken — if our 

present tariff and tax policies continue 
—there will be little ground for opti- 

mism in the outlook for agriculture. A 

price support program will not help 

farmers. It will only prevent the situa- 

tion from being cured by the more fun- 
damental changes that are needed. 
Given appropriate tariff and tax poli- 

cies, however, incomes will rise and de- 

mand will expand, and the prospects | 
for a free American agricultural indus- 
try will be bright. 


~~ 


Books Reviewed 


Democracy and the Economic Chal- 
lenge. By Robert M. MacIver (New 
York: Alfred A. Knopf, 1952, pp. 
86. $2.50) 


This book contains the William W. 
Cook Foundation lectures given at the 
University of Michigan in December, 
1950, by the distinguished social and 
political theorist, Professor Maclver. 
The problem he takes up — “total 
planning” vy. 


“free enterprise’ — is 


-rather shopworn, but there is an ele- 


ment of novelty in Maclver’s approach 
in that he is primarily concerned, not 
with the relative efficiency of economic 


systems, but rather with their impact 


on democracy. As he says (p. 70), “The 
goal is not socialism nor capitalism nor 
any neat blueprint of economic organi- 
zation. The goal is the freer and fuller 
life of man in his society, equipped 
with all the means that liberate his 
capacities.” Thus while his economic 
prescription—a “mixed” economy with 


both socialist and capitalist elements in 


it—is hardly revolutionary, the grounds 
on which he proposes it are somewhat 
unusual. 

Professor Maclver’s principal pur- 
pose in writing this book is to chal- 
lenge “the advocates of total planning” 
— writers who argue that we will never 
achieve real political democracy until 
we first establish genuine “economic 
democracy” (i.e., socialism). In at- 
tacking their position, he develops a 
two-sided thesis: (1) there has always 
existed a close and necessary connection 
between democracy and an economy 
in which there is a substantial amount 
of purely private economic power; and 


(2) those who advocate placing all eco- 
nomic power in public hands have a 
considerable burden of proof — which 
they are not now assuming — to show 
that such a transfer of economic power 
will not adversely affect democracy. 

Maclver develops this thesis in the 
first two chapters by attempting to 
show that democracy historically be- 
came possible only after the middle 
classes acquired considerable private 
economic power and used it as the lever 
to upset the old feudal aristocracy. In 
the next two chapters he outlines some 
of the difficulties democracy might well 
undergo if we reverse this historic 
trend and restore all economic power 
to the government — where it will ex 
hypothest have to be located in a totally 
planned economy. For example, Mac- 
Iver asks, since the only possible check 
upon the enormous power of govern- 
ment in such an economy would be the 
popular will, is there not a real danger 
that destruction of such private organi- 
zations as labor unions, the strong 
pressure to stand in well with the ad- 
ministrators, and the sheer size and 
complexity of the administrative ma- 
chine would render the people power- 
less even to understand the new 
Leviathan, let alone control it? The ad- 
vocates of total planning must, if they 
can, show us how to avoid these diff- 
culties, not — as at present — deny that 
they exist. 

Had Professor MaclIver ended his 
book at this point, this reviewer would 
have applauded enthusiastically its ex- 
posure of at least one basic weakness in 
the Harold Laski-Aneurin Bevan-New 


[67] 


68 CURRENT ECONOMIC COMMENT 


s 


Statesman and Nation kind of social- 
ism. Certainly the objections he raises 
to their position must be convincingly 
overcome before any democrat can ac- 
cept it; and certainly these particular 
socialists have as yet made no very-seri- 
ous attempt to grapple with these 
problems. 

Unfortunately, however, Professor 
Maclver chose to write a final chapter, 
entitled “The Meaning for America,” 
in which he reveals the basic weakness 
of the whole book. He begins by quite 
properly asking himself why he should 
bother to sell Americans on retaining a 
considerable area of private economic 
power in their economy when they ob- 
viously have no intention of doing 
otherwise. The answer, he says, is that 
we must defend private economic 
power on true grounds (the preserva- 
tion of democracy) and not on false 
grounds (presumably the inherent vir- 
tue of capitalism). We must avoid the 
fallacy of the left that socialism means 
democracy, and the fallacy of the right 
that capitalism means democracy. We 
must recognize that the only important 
conflict today is that between totalitari- 
anism and democracy, not between 
capitalism and socialism. 

From this springboard he dives into 
a discussion of our whole strategy in the 
present war with communism. Its basic 
weakness, he says, is that we cannot 
really sell democracy to other peoples 
because we don’t really understand it 
ourselves: witness the popularity of so 
antidemocratic a force as McCarthy- 
ism, and the persistence of racial dis- 
crimination. These things could not ex- 
ist in a nation that really understood 
and valued democracy, he says; but he 
neglects to tell us exactly what canons 


of democracy these phenomena violate. 


Nowhere in the entire book, in fact, 


does Maclver make clear just what he 


means by “democracy.” Since he re-_ 


gards “democracy” as his basic value, 
his failure to spell it out in this book 
is a serious omission, and one which 


considerably limits, though it does not 


by any means totally destroy, the value 
of the book for anyone concerned with 


the relationship of economic systems to 


democracy. 


AUSTIN RANNEY (|. 


: ‘ 
Department of Political Science 


A Creed for Free Enterprise. By Clar- 


ence B. Randall (Boston: Little, — 
Brown and Company, 1952, pp. 177. — 


$2.75) 


By contrast with the bilge of the pro- | 
fessional hucksters, Mr. Randall’s affir- 


mation of faith in free enterprise and 


his earnest convictions as to how it may | 
be preserved have a quality of intellec- _ 


tual integrity that commands respect. 


One may disagree with his diagnosis or 


with his prescriptions, yet applaud his 
forthrightness and sincerity. Here is a 
distinguished business leader, the presi- 
dent of a great steel company, who 


thinks and speaks for himself, who feels _ 
a deep sense of responsibility toward 


society, who believes intensely in the 
creative capacity and the dignity of 


free men. At a time when many busi- 
nessmen appear to have lost confidence — 


in the free enterprise system and_ to 
have become oblivious to the conditions 
requisite for its survival, Mr. Randall 
seeks to restore their faith, to broaden 
their understanding, and to arouse their 
dormant sense of social responsibility. 

The key to his philosophy is the prin- 
ciple of self-interest operating under 
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the rigorous discipline of competition. 
The individual is the source of all crea- 
tive power; self-interest is the motivat- 
ing force; the welfare of the individual 
is the ultimate goal of all production. 
Each individual should be free to better 
his condition, not only economically but 
socially, intellectually, and spiritually; 
it is the duty of the state and of all 
organized groups, including business, to 
facilitate this grand design. This is the 
essence of a free society — and only a 
free society can be a good society. 

The competitive market is the cen- 
tral institution of a free enterprise sys- 
tem; unless it is permitted to function 
freely private enterprise can neither 
operate effectively nor long survive. 
Mr. Randall condemns both private re- 
straints and the ubiquitous interven- 
tion of government; both are evil 
because they weaken competition and 
destroy the free market. He warns busi- 
nessmen that if they would save private 
enterprise from further governmental 
control, and eventually from socializa- 
tion, they must eschew all monopoly, 
special privilege, and subsidy, and sub- 
mit to the risks and the discipline of the 
free market. He seeks to persuade them 
to this course by an appeal to their 
reason and conscience. Only if this ap- 
peal fails would he invoke the power 
of the state to compel recalcitrants to 
abide by the law of competition. 

Notwithstanding this predilection for 
the competitive way of life, Mr. Ran- 
dall is no twentieth century reincarna- 
tion of Charles Darwin or Herbert 
Spencer, no exponent of the law of 
tooth and fang. He is a competitive 
man, but he is also a great humanitar- 
ian. Some of the finest passages in his 
book deal with the responsibilities of 


business to employees, to the com- 
munity, to government, to education, 
and to the free world. Business is much 
more than a system for material pro- 
duction or the maximization of profit; 
it is a social, as well as an economic, 
institution and its responsibilities ex- 
tend to every related social interest. 
Businessmen must recognize these re- 
sponsibilities and respond to them if 
private enterprise is to be satisfactorily 
integrated with the community. 

Mr. Randall’s profession of faith, 
unfortunately, is marred by certain 
residues from his unregenerate past. 
Although he has traveled far on the 
road to Damascus his conversion is still 
incomplete. He is still haunted by 
“enemies” — vaguely identified as so- 
cialist planners, labor leaders, bureau- 
crats, cosmic experimenters, or profes- 
sors. The grave of socialism “doth gape 
for [him] thrice wider than for other 
men.” Hostility to organized labor and 
to government defies complete eradi- 
cation, manfully as he tries to suppress 
these early prejudices. His newly ac- 
quired humility is sensitive to external 
criticism and challenges to authority. 
Traces of bossism and paternalism cling 
to his humanitarianism. The status of 
the outlander in his scheme of salvation 
remains obscure. 

But these are minor faults, common 
to every sensitive and thoughtful per- 
son who, having undergone a profound 
social and psychological experience, at- 
tempts to evolve a new social philoso- 
phy. No one ever completely escapes 
from the past or grasps instantly and 
with perfect clarity a new vision of the 
future. The significant fact here is not 
the persistence of these attenuated resi- 
dues but the emergence of a new con- 
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ception of the social responsibilities of 
business. It is this positive achievement 
that places Mr. Randall in the fore- 
front of progressive business thought. 
If he is not yet St. Paul he certainly is 
no longer Saul of Tarsus. 

Although the spirit of his creed is 
admirable, its practical implementation 
is defective. Mr. Randall believes in 
competition and abhors monopoly, but 
he relies primarily on the self-interest 
and conscience of businessmen to pre- 
serve the free market; only in extremity 
would he invoke the power of the state 
to maintain competition. This position 
is quite unrealistic. If competition is 
good then it is the affirmative duty of 
government to maintain it; if monopoly 
is bad then government should act 
positively to suppress it. The expecta- 
tion that self-interest will preserve the 
free market is fatuous, for the tendency 
toward monopoly is inherent in the 
principle of self-interest and will in- 
variably manifest itself if conditions are 
propitious. The free market is not a 
“natural” phenomenon, emerging from 
the unrestricted pursuit of self-interest, 
but rather a social institution estab- 
lished and maintained by society for 
the general good. If a free competitive 
economy is to endure, government must 
act affirmatively to that end. 


Horace M. Gray 


The Organizational Weapon: A Study 
of Bolshevik Strategy and Tactics. 
By Philip Selznick (New York: 
McGraw-Hill Book Company, 1952, 
pp. vil, 350. $5.00) 

This work is one of a series the re- 
search for which was “undertaken by 
The RAND Corporation, a nonprofit 
organization, chartered ‘to further and 


promote scientific, educational, and jj 
charitable purposes, all for the public | 
welfare and security of the United 
States of America.’” (p. ii) (Other 
works of the series already published 
are The Operational Code of the 
Politburo, Soviet Attitudes Toward Au- 
thority, and Air War and Emotional 
Stress.) 

The task which the author sets for 
himself is somewhat broader than the 
title suggests. Mr. Selznick started with 
very realistic assumptions concerning | 
the nature of our democratic political 
system and he then related thereto, by 
penetrating analysis, the sociological 
and psychological implications of the | 
tactics of Communists in the pursuit of 
their diverse goals. Implicit in this work — 
is the ideological position that nothing 
is gained and much is lost to a society | 
which allows itself to be led into total 
abandonment of its value system and 
the institutions which protect those 
values in order to accept a system — 
which invests every institution with po- 
litical meaning and is under the lead- | 
ership of a particular self-perpetuating | 
group which admits no limitation on its | 
power. But the impression that this 
book contains an anti-Communist ti- | 
rade of great heat and little light would 
be incorrect. It is a sober and com- 
petent analysis of Communist organiza- 
tional strategy and its repercussions. 

A partial list of the topics covered © 
follows: 


1. The nature of democratic society 
in respect to the relations of the elites 
and the masses and the cultural and 
constitutional limitations on organiza- 
tions. 


2. The function of the Communist 
cadre. 
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3. The recruitment, absorption, and 
insulation (from the bourgeois world 
and its morals) of the party members. 


4. The means of and reasons for 
avoidance of factionalism in the party. 

5. The differences in legitimacy, i.e., 
acceptability to the community, be- 
tween communism 
socialism. 


and democratic 


6. Techniques of infiltration of or- 
ganizations. 

7. Relations of the mass and the 
“vanguard” in politics, the strike, and 
so on. 

8. The utilization of devices to gain 
access to and control of a diffuse popu- 
lation. 

9. The depth of penetration of gov- 
labor unions, and _ other 
organizations. 


ernments, 


10. The defensive strategy of neu- 
tralization of rivals who are competing 
for the same social base. (Bankers and 
bosses may be the long-run targets, but 
those who woo the union away from 
Communist leadership or alienate the 
party members themselves — the Trot- 
skyists, the “slimy” Titoists — these 
are the hated and feared enemies.) 

11. The search for sociological legit- 
imacy for their activities and program. 
(The author concludes that much aid 
and comfort has been rendered the 
Bolsheviks by the more articulate of 
their enemies through the latter’s in- 
discriminate attacks upon all left-wing 
movements, including the New Deal, as 
“communistic.” This reinforces the 
Communists’ “contention that the fate 
of all progressives and radicals is bound 
up with that of the communists. Such 
an attack identifies where it should 
distinguish and divide . . .” (p. 252) ) 


The author has done an admirable 
job of organizing to avoid tedious repe- 
titiousness in this portrayal of the Com- 
munists dividing their efforts between 
long-run goals and short-run oppor- 
tunism, using diverse types of person- 
alities to infiltrate and influence or 
control many kinds of organizations, 
and dodging counteroffensives or block- 
ing neutralization of their efforts. The 
problem is made even more compli- 
cated by the changing diplomatic rela- 
tions between Russia and the particular 
non-Communist country under obser- 
vation. 

Simplification of presentation  re- 
quired of the author that he use a 
generalized interpretive model. He got 
down to cases in only a few instances, 
chiefly the penetration of the maritime 
unions and the coup in Czechoslovakia. 

The reader needs to keep his wits 
about him as he peruses this work be- 
cause the use of an interpretive model 
to distill principles from what would 
otherwise be a morass of factual detail 
has resulted in a certain quality of 
abstractness in the writing. However, 
the author has kept the lay reader in 
used terms with un- 
only 


mind and _ has 
familiar sociological 
after careful definition. 
By far the most interesting part is the 
last two chapters where under the titles 
“Vulnerability of Institutional Targets” 
and ‘“‘Problems of Counteroffensive” the 
author appraises our ability to resist 
communism. In this section, the former 
picture of tradition-minded “elites” 
leading an all but inert “mass” has 
faded into a view in which many of 
the “elites” seem to be anxiety-laden, 
insecure persons in need of a feeling of 
“belongingness” and a sense of status. 


meanings 
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These alienated, frustrated persons are 
available for mass-minded sponsorship 
of totalitarian movements. Those who 
keep one foot in the culture which 
nourishes them and give aid and com- 
fort to an authoritarian system are 
called ‘“Stalinoid liberals.” Their ir- 
responsible abandonment of their (nor- 
mal) culture-sustaining role in a politi- 
cal democracy may be in behalf of 
authoritarianism of either the left or 
the right — communism or fascism. 

The author’s conclusions on the best 
policy for counteroffensive are framed 
to avoid the “twin pitfalls of innocence 
and hysteria.” The intervening elites 
should “direct mass resentment into 
constitutional channels.” (p. 324; italics 
in the original) “ . no-amount of 
power and cunning, in the realm of 
political combat, can avail in the ab- 
sence of measures which rise to the 
height of the times.” (p. 333) 

In summary, this is probably the best 
comprehensive explanation of the strat- 
egy and tactics of the Communist party 
in the United States and the peculiar 
vulnerability to communism of a dy- 
namic urban-industrial political democ- 
racy such as ours. 


JosrerpH L. McConneLui 


Survey of Contemporary Economics, 
Vol. II. By Bernard F. Haley, ed. 
(Homewood, Illinois: Richard D. 
Irwin, Inc., for the American Eco- 
nomic Association, 1952, pp. ix, 474. 
$6.65) 


This volume is a continuation of the 
experiment started in 1948 by the Asso- 
ciation of providing a review of the 
developments in various fields of eco- 
nomics during the past ten or fifteen 
years. It comprises a series of essays by 


different authors on ten selected fields — 
in economics. The fields chosen for 
review in Volume II are as follows: 
“Welfare Economics,” “Economics of — 
Consumption,” ‘Population Theory,” 
“Economics of Growth,” “Some Basic 
Problems in the Theory of the Firm,” 
“Economics of Agriculture,” “Public 
Finance,” “International Investment,” — 
“National Economic Planning,” and | 
“Methodological Developments.” The — 
editor seems to have been guided by | 
some of the comments made by Jacob! 
Viner in his review of the first volume, 
as certain information is given in the 
preface on such topics as method of | 
selection of the authors and instructions | 
given in the preparation of the essays. | 
Also, contrary to the policy followed in — 
the first volume, the authors were asked | 
to include their appraisals of the work 
reviewed whenever they saw fit. 

There is always a possibility that in — 
writing such an essay the author, in- | 
stead of giving an accurate review of 
the developments that have occurred | 
in the field, will attempt a contribution | 
of his own. In the preface, the editor 
asserts that this danger has been | 
avoided, with one exception. The state- 
ment is justified. The essays are well- 
written and give an excellent review of 
the state of economics in the various 
fields. (The editor gives no hint as to | 
which essay he considers to be the 
exception. I would hazard the guess 
that it was either Papandreou’s essay 
on the theory of the firm or Baran’s 
on national economic planning.) The 
objective of providing the nonspecialist — 
with a summary of developments in 
various fields is accomplished in an 
excellent fashion by the two volumes. 
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A disturbing factor in this volume is 
the impression that the reader gets in 
regard to the contributions that eco- 
nomics has made toward policy forma- 
tion in the various fields. The contri- 
butions have been greater in some of 
the fields than is indicated by the essays. 

Space limitations prevent the discus- 
sion of each of the essays. Therefore, 
only three will be discussed here. These 
are not necessarily the best of the essays, 
but ones which the reviewer finds most 
interesting. 

Kenneth E. Boulding gives an excel- 


_ lent summary of the development of 
_ the “new” welfare economics from its 


_ origination with Pareto, Barone, and 


_ Edgeworth to the contributions of 


_ Hicks, Kaldor, Lerner, and Samuelson. 
The preference approach to welfare 
economics, which supposedly is not 
subject to some of the criticisms which 
were leveled at the marginal utility 
approach of Marshall and _ Pigou, 
namely the measurement of cardinal 
utility and the idea of interpersonal 
comparisons, is not only reviewed, but 
is criticized by Boulding. His primary 
criticism is the preoccupation of the 
“new” welfare economics with a single 
social optimum and the narrow limita- 
tions which this places upon the ap- 
proach. As a guide to social policy, 
Boulding concludes that the contribu- 
tions of welfare economics in recent 
years have not helped us to any great 
extent. This is an understatement. The 
fact that all social and economic policy 
must involve interpersonal compari- 
sons makes the new welfare economics 
of no use as a guide to policy. There is 
also the question as to whether or not 
the new approach has eliminated inter- 
personal comparisons. To this review- 


er’s mind, the compensation principle 
actually involves interpersonal compari- 
sons. Nevertheless, when one is pre- 
vented from saying anything about such 
factors as the distribution of income, 
then much of the significance has been 
removed from welfare economics. 

The most interesting part of Paul A. 
Baran’s essay on national economic 
planning is his discussion of planning 
under advanced capitalism. Baran dis- 
cusses the programs designed to in- 
crease investment and consumption, 
such as tax reduction, “leaf raking,” 
public works, foreign spending, military 
spending, and investment in productive 
enterprise. There then follows a discus- 
sion of the obstacles which planners 
will encounter under advanced capi- 
talism. The author thinks that Lerner’s 
idea of the state as a “neutral instru- 
mentality that can be employed for the 
furthering of the interests of the public” 
is a naive idea. Baran thinks that where 
government intervention conflicts with 
the interests of the dominating capi- 
talist class, they are doomed (in the 
long run). Of all the routes to full 
employment, “leaf raking” and military 
spending, the most wasteful, may meet 
the least opposition. The alternatives, 
Baran says, are (1) abandonment of 
full employment, which may not be 
politically tolerable; (2) fascism; or 
(3) laborism, which has much less 
chance than fascism because it would 
involve a reorganization of society 
which labor supports and believes in. 

Baran has approached the problem 
on an either-or basis, whereas the prob- 
lem is not of this variety. To be sure, a 
government which is charged with the 
responsibility of maintaining economic 
stability will be confronted by conflict- 
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ing interest groups, but this does not 
mean that the policies will be fatal. It 
becomes government’s responsibility to 
shape policies to reflect a common pur- 
pose. It is Baran’s idea that we have 
either unlimited laissez faire or totali- 
tarian economic planning. He leaves 
little room for the “mixed economy.” 
However, it is within the realm of the 
mixed economy that a great deal of 
work has been done by economists on 
policies designed to achieve economic 
stability. The approach that Baran has 
taken has led him to omit a review of 
this work. Economic planning in a 
mixed economy would involve an in- 
terpretation of the state which would be 
much broader than the state in Baran’s 
essay. Although the essay is not written 
in strict accordance with the stated 
objectives of the volume, it is interest- 
ing and thought provoking. 

Of the various areas of economics 
which are discussed in the volume, the 
one which seems to have made the least 
progress in recent years is the theory of 
the firm. Andreas G. Papandreou, writ- 
ing on “Some Basic Problems in the 
Theory of the Firm,” presents a frame- 
work which is supposedly more in keep- 
ing with the present economic ‘organiza- 
tion. It is Pdpandreou’s purpose to 
widen the conceptional frame of refer- 
ence of economists to include problems 
of “conscious cooperation” such as 
“separation of ownership from control” 
and “union participation in manage- 
ment.” The firm is viewed in the light 
of a concept of organization which is a 
system of “consciously coordinating ac- 
tivities.’ The top authority level is the 
“peak coordinator,’ who determines 
strategy. He formulates the preference 


function of the organization “under the) 
weight of conscious and unconscious} 
influence exerted upon him.” Profit: 
maximization is rejected in favor of? 
“preference function maximization.” 

The literature cited by Papandreou| 
has all tended in the direction of his} 
theme. How significant the contribu- 
tions have been is another question.. 
For purposes of economic analysis, this) 
approach would seem to have eveni 
more limitations than the older models.. 
It would really involve a multi-science: 
approach, and the number of variables 
to be handled in any one model would} 
be increased. Although the assumptions 
in such a model may be more realistic, 
this does not mean that the prognosti 
cative value of the model has been: 
increased. It might be decreased be- 
cause of the number of the variables 
and the vagueness of the concepts. 

In any review of this volume Josep 
J. Spengler’s essay on “Populatio 
Theory” should be mentioned. We ar 
given here a remarkable presentatio 
of the present state of an area which 
most economists have neglected. Fro 
the standpoint of covering a mass 0 
data in an orderly and interesting fash: 
ion, Spengler’s essay is an amazin 
accomplishment. 

Although many economists may dis 
agree with what is included and ex 
cluded in the various essays both th 
specialist and the nonspecialist will fing 
the volume to be of great value. The 
gaps that exist in our knowledge of thé 
various fields are well pointed up b 
the various authors, and this should 
serve as a stimulus to the researcher. 


Sess ae 


James LEONARD 
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Marketing Research. By David J. Luck 
and Hugh G. Wales (New York: 
Prentice-Hall 1952, pp; x, 532. 
$5.75) 


“The application of scientific method 
to the solution of marketing problems” 
is the suggested definition which the 
authors of this volume have developed 
extensively in the most recent “survey” 
or comprehensive coverage of the sub- 
ject matter of marketing research. The 
core of the treatment has to do with 
the techniques of the marketing re- 
search procedure, which involves de- 
fining the problem, preparing survey 
forms, planning the sample, gathering 
the data, and finally editing, tabulating, 
and analyzing the returns for interpre- 
tation and presentation of the results. 
Since this technique is intended for the 
areas in which primary data constitute 
the raw material for the research pro- 
cedure, the authors have wisely pre- 
ceded the discussion with a review of 
the source of all data which may be 
either secondary or primary. If the 
data dealt with are secondary, the 
process obviously is shortened. 

The introductory material in the 
book outlines the scope of marketing 
research and indicates its value as an 
aid to marketing management. The 
concluding chapters describe marketing 
research in action in the three impor- 
tant areas of product development, de- 
termination of market potentials, and 
the measurement of advertising effec- 
tiveness. 

The authors state that they have 
written to meet the needs of college 
students training for the field of mar- 
keting, as well as for the businessmen 
who are already practitioners in that 


area of business enterprise. It appears 
to this reviewer that they have met the 
needs of the first group more ade- 
quately than those of the second. The 
treatment is too general to reward the 
search of the business specialist for 
details to advance his understanding in 
some particular phase of marketing 
research. Yet it is probably the specialist 
who would have such a need, since 
those charged with general manage- 
ment may be expected to turn to the 
research specialist rather than to a re- 
search book for guidance. 

The broad coverage, however, does 
serve a real need in acquainting the 
student of marketing with the many 
ramifications of the research process 
and the breadth of its application. As a 
matter of fact the completeness of the 
coverage may even have been carried 
a step beyond the greatest benefit for 
the student. The chapter on statistical 
analysis dealing with statistical meas- 
ures is a case in point. The discussion 
here is too general to give all that is 
needed for an adequate statistical anal- 
ysis and to replace a course in statistics, 
yet it is needless repetition and adds 
nothing to the abilities of those having 
had this training. In most college cur- 
ricula a course in statistical measures 
probably appears as a prerequisite to a 
course in marketing research. 

On the other hand, elementary col- 
lege courses in statistics are likely to 
touch only lightly on the methods and 
problems of sampling as applied to 
marketing. In this area, therefore, much 
remains to be added by the instructor 
in marketing research if a real under- 
standing of the role and techniques of 
sampling is to be accomplished. Those 
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using the text by Luck and Wales 
should find the task in this connection 
made easier by the very fine coverage 
of sampling and sampling methods. 
The subject matter in this section is 
well organized with a clear explanation 
of the procedures for obtaining either 
judgment or probability types of 
samples. The explanation is aided by 
the use of sampling illustrations, and in 
the case of area sampling, actual maps 
of census tracts and blocks have been 
included. 

The authors have likewise included a 
more extensive description of mechan- 
ical tabulation than is found in most 
general texts on marketing research. 
This would seem to be a wise addition 
because of the growing importance and 
increasing adaptations of the punch 
card system to research procedures. 
The details of the system, however, 
are hard to comprehend without the 
presence of the actual equipment, and 
it is doubtful if this equipment is 
readily available for classroom demon- 
stration in most of the colleges and 
universities where this text will be used. 

There is no common agreement as 
to the field to be covered in a text for 
marketing research. It appears that a 
process of trial and testing still lies 
ahead. It is this writer’s opinion, how- 
ever, that Luck and Wales have fol- 
lowed a course much more nearly in 
the line of projection to the probable 
content of future texts than is true of 
any efforts since the widely accepted 
approach adopted by Lyndon O. Brown 
in his Marketing and Distribution Re- 
search. A possible exception to this line 
of development would be a_ trend 
toward increasing the emphasis on the 


analysis of secondary data, and de- 
creasing the amount of space given to) 
the techniques of obtaining primary’ 
data and making surveys. There are: 
some who make the well-taken point: 
that the textbook emphasis has been ini 
reverse to actual practice, and that! 
marketing research preparation should| 
really begin with a comprehensive anal-; 
ysis of the internal quantitative infor-. 
mation pointing toward sales forecast-. 
ing and sales analysis for products,. 
territories, salesmen, and distributive: 
outlets. Only after that should the edu- 
cational plan turn to the process and) 
techniques of making a survey for pri- 
mary information. The authors them- 


selves recognize the possibility for this 
development in their final chapter deal- 
ing with the future of marketing re- 


search. 
JoserH C. SIEBERT 


Miami University 


Creating an Industrial Civilization: 
Report on the Corning Conference; 
By Eugene Staley, ed. (New York: 
Harper and Brothers, 1952, pp. xvii 
368. $4.00) 


The Corning Glass Works celebratec 
its centennial in 1951 with an excep)} 
tional and highly original conferenc 
The officers of Corning gave to thé 
officials of the American Council o 
Learned Societies a leading share 
responsibility in organizing the subjec 
matter and selecting the personnel fo 
an extended conference to deal wit 
the problems of an industrial civilize 
tion. Leading scholars and social scie 
tists from America and abroad joinet) 
with some of the top-ranking member : 
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of the industrial elite of the United 
States to give challenging and insightful 
attention to the impact of modern tech- 
nology and American capitalism upon 
the individual citizen. 

‘This volume does not represent a 
glib credo for American capitalism, nor 
does it focus upon’ a destructive criti- 


_ cism of our society. The task of the dis- 


cussions that are summarized in the 
book is more profound: to assay 
the present state of our society; to find 
the areas of problems still demanding 
solution; to find the roots and causes of 
these problems; and to use the knowl- 
edge, insights, and understandings to 
point some tentative directions in which 
progress seems likely in creating a civi- 
lization consonant with our techno- 
logical and industrial development. 

The imaginative organization of the 
conference is revealed in the four round 
tables titled, respectively, “Work and 
Human Values in Industrial Civiliza- 
tion,” “Leisure and Human Values in 
Industrial Civilization,” ‘““The Individ- 
ual’s Sense of Community in Industrial 
Civilization,” and “Confidence in Life 
in Industrial Civilization.” For each 
round table there was a background 
paper prepared and distributed in ad- 
vance of the meetings. The book itself 
consists of the substance of the four 
round-table discussions and three re- 
ports of general sessions together with 
the four background papers. Generous 
direct quotations are used throughout 
to retain the actual flavor of the evolv- 
ing thinking and interplay of the minds 
wrestling with the problems before 
them. 

It would be impossible to reproduce 
in the space of this short review any 


of the substantive conclusions of the 
Corning Conference. Perhaps the most 
striking generalization is that we have 
only begun to turn the serious attention 


of thinking men to the emerging prob- 


lems of our society. These problems lie 
at the very roots of our society and 
their perceptive and imaginative hand- 
ling will have more to do with the 
survival of a free American society 
than the force of the Communist chal- 
lenge. 

Central in the attention focus of the 
Conference was the individual. Man’s 
shifting position and role in relation to 
society provided the hub from which 
radiated the challenging ideas of the 
conferees as they examined man at 
work, man at leisure, man in his realm 
where he has a feeling and sense of 
belonging, and man’s ultimate belief 
and confidence in life itself. 

This volume may well be the har- 
binger of the intellectual maturity of the 
second half of the twentieth century. 
Or it may be the swan song of the 
vigorous first half of that century —a 
McCarthy or a Velde probably would 
fail to comprehend the profound in- 
sights of this volume and might well 
condemn it as subversive. But for those 
in business and industry and academic 
circles who are still seeking the answers 
to the basic problems of our complex 
and sensitive industrial civilization, this 
book becomes required reading. It 
could scarcely achieve more respect- 
able sponsorship than was accorded by 
the very people who were its partici- 
pants and who contributed their wis- 
dom to the work. Top officials of such 
companies as Corning Glass, General 
Electric, Westinghouse, Sears, RCA, 
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Freeport Sulphur, Standard Oil of New played the courage to evaluate the | 
Jersey, Sylvania Electric, Container present and look into the future with |}. 
Corporation, Hart Schaffner & Marx, humility and intellectual alertness.) 
Pittsburgh Plate, Eastman Kodak, Their scholarly associates joined vigor--} 
Metropolitan Life, George A. Fuller ously in the enterprise. The resulting |} 
Company, Owens-Corning Fiberglas, volume is a credit to the participants 5} © 
and the American Management Asso- and a fitting and forward-looking} — 
ciation were forceful and significant monument to the centennial of the} 
contributors to the Conference. These Corning Glass Works. 

leaders of American industry have dis- RosertT DuBIN 


